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Omega Financial Corporation and Subsidiaries

SELECTED FINANCIAL DATA

The following selected unaudited financial data of Omega Financial Corporation and subsidiaries for the five years ended
December 31, 2004 should be read in conjunction with the consolidated financial statements of Omega Financial Corporation and the notes
thereto, which are set forth elsewhere in the Annual Report.

FIVE-YEAR FINANCIAL SUMMARY

2004 2003 2002 2001 2000

(in thousands of dollars, except share and per share data)

BALANCE SHEET INFORMATION at December 31

ASSEES .. it $ 2,08257%t $1,140,166 $1,154,557 $1,158,629 $1,113,836
DEDOSIES .., 1,502,082 907,580 919,255 931,667 889,501
LO@ns, NEt ..ottt 1,312,606 788,144 779,819 760,354 751,985
Investment seCUtieS . .coocv i 327,979 240,539 251,508 266,658 241,736
Short-term borroWINgS.....cooovivverieriererii e, 90,241 33,263 41,452 37,572 45,754
Junior subordinated debentures .........cocceevvniiinin 57,190 _ — — —
Long-term debt (including ESOP debt) ................... 101,789 24,121 19,069 20,344 10,264
Shareholders’ equity ...........ccoooooviiiiiiie 315,739 167,439 162,110 156,250 155,204
Number of shares outstanding—common ................ 12,593,524 8,458,823 8,099,778 8,222,010 8,606,883
Number of shares outstanding—preferred................ — — 219,781 219,781 219,781
INCOME STATEMENT INFORMATIOM Years Ended December 31
Total interest iNCOME ...ovvvvirriiiee e $ 62371 $ 56,783 $ 64960 $ 76,006 $ 76,945
Net interest INCOMe .....coooviviii i, 45,705 43,077 45,637 45,143 45,819
Provision (credit) for loan 10SSeS ........ocevvievvvenrininnnn. (300) 350 630 500 428
income before iINCOmMe taxXes...o..ovvvvviieviniiviieieeiinnn 22,343 22,011 23,829 23,532 23,112
INCOME taxX EXPENSE .. .icvveiiee i eee e er e 5,322 4,826 5,650 5,877 5,983
Net INCOME . ..ot 17,021 17,185 18,179 17,655 17,129
PER COMMON SHARE DATA
Net iINCOmMe—basiC........ovveevreereeeeeer e $ 179 $ 207 % 217 % 208 % 1.92
Net income—diluted ......ooooooiiieiiiiii e 1.78 2.01 2.10 2.01 1.87
Cash dividends—common .....ccoevviiieeiiineiiene e, 1.20 1.17 1.13 1.07 1.03
Book value—common.......occoiveiiieie i 25.07 19.79 19.63 18.65 17.73
Book value—tangible...........c.ccciviiiiiiiniin s 11.28 19.79 19.63 18.65 17.73
FINANCIAL RATIOS
Return on average tangible equity ..........ccccooeeevvnnnn. 11.84% 10.32% 11.32% 11.50% 11.13%
Return on average common equity ............ccoeeeivinnnn. 8.89% 10.32% 11.32% 11.50% 11.13%
Return on average assets ........ccccoeeiiiviiiiiiiee e 1.24 1.50 1.58 1.56 1.59
Dividend payout—common.......c..cceeeeeeiiiiiieeer e, £6.91 55.76 50.76 50.01 52.42
Average equity to average assets...............ccceeeeiennnn. 13.97 14.53 13.96 13.54 14.28
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Omega Financial Corporation and Subsidiaries

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

COMPANY OVERVIEW

This discussion concerns Omega Financial Corporation and
the consolidated results of its active subsidiaries (“Omega” or the
“Corporation”), Omega Bank, N.A. (“Omega Bank”), Central
Pennsylvania Investment Company (“CPl”) and its subsidiary
Omega Insurance Agency (“OIA”), Central Pennsylvania Life
Insurance Company (“CPLI”), Beacon Life Insurance Company
(“BL"), Mid Penn Insurance Associates, Inc. (“Mid Penn”) and
Central Pennsylvania Leasing, Inc. Omega Bank has two princi-
pal subsidiaries, Sentry Trust Company and Bank Capital Services
Corporation. On October 1, 2004, Omega completed its merger
with Sun Bancorp, Inc. (“Sun”). Immediately after the Sun merger,
we merged Sun Bank, the only banking subsidiary held by Sun, into
Omega Bank. The purpose of this discussion is to focus on informa-
tion concerning Omega’s financial condition and results of opera-
tions that is not readily apparent from the consolidated financial
statements. In order to obtain a clear understanding of this discus-
sion, the reader should reference the consolidated financial state-
ments, the notes thereto and other financial information presented
in this Annual Report.

FORWARD-LOOKING STATEMENTS

The information contained in this Annual Report contains
forward-looking statements (as such term is defined in the Securities
Exchange Act of 1934 and the regulations thereunder), including
without limitation, statements as to the future loan and deposit
volumes, the allowance and provision for possible loan losses,
future interest rates and their effect on Omega’s financial condi-
tion or results of operations, the classification of Omega’s invest-
ment portfolio and other statements which are not historical facts
or as to trends or management’s intentions, plans, beliefs, expec-
tations or opinions. Such forward looking statements are subject
to risks and uncertainties and may be affected by various factors
which may cause actual results to differ materially from those in the
forward- Jooking statements including without limitation, the effect
of economic conditions and related uncertainties, the effect of inter-
est rates on the Corporation, federal and state government regula-
tion and competition. Certain of these risks, uncertainties and other
factors are discussed in this Annual Report or in Omega’s Annual
Report on Form 10-K for the year ended December 31, 2004, a copy
of which may be obtained from Omega upon request and without
charge (except for the exhibits thereto).

EXECUTIVE SUMMARY

Nature of Operations

Omega Financial Corporation is a financial holding company
operating primarily in Central and Northeastern Pennsylvania,
with the purpose of delivering financial services within its local
market. Consisting of one bank and five active non-bank subsid-
iaries, Omega Financial Corporation provides retail and commer-
cial banking services through 68 offices in Centre, Clinton, Mifflin,
Juniata, Blair, Huntingdon, Bedford, Lycoming, Snyder, Union,
Northumberland, Luzerne, Dauphin and Cumberland counties.

Omega Bank provides a full range of consumer and commercial
services. Consumer services include Internet and telephone banking,
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an automated teller machine network, personal checking accounts,
interest checking accounts, savings accounts, insured money mar-
ket accounts, debit cards, investment certificates, fixed and variable
rate certificates of deposit, club accounts, secured and unsecured
installment loans, auto and equipment leases, construction and
mortgage loans, safe deposit facilities, credit lines with overdraft
checking protection, IRA accounts and student loans. Commercial
banking services include small and high-volume business checking
accounts, on-line account management services, ACH origination,
payroll direct deposit, commercial cash management services, lock-
box service and repurchase agreements. Omega Bank also provides
a variety of trust and asset management services. Through its sub-
sidiaries OIA and Mid Penn Insurance agencies, a full complement
of auto, home and business insurance as well as term life insurance
is available. Omega offers annuities, mutual funds, stock and bond
brokerage services, long-term care insurance and sophisticated life
products through an arrangement with a broker-dealer and insur-
ance brokers. Management believes the Corporation has a relatively
stable deposit base with no major seasonal depositor or group
of depositors. Most of the Corporation’s commercial customers
are small and mid-sized businesses in central and northeastern
Pennsylvania. The acquisition of Sun strengthened Omega’s posi-
tion with this customer base and broadened its geographic reach.

Economic and Industry-Wide Factors Relevant to Omega

As a financial services organization, Omega’s core business is
most influenced by the movement of interest rates. Lending and
investing is done daily, using funding from deposits and borrow-
ings, resulting in net interest income, the most significant portion of
operating results. The Corporation continually projects the effects
of changes in interest rates through asset/liability management,
product pricing and review and analysis of competition.

General economic conditions are relevant to Omega’s busi-
ness. In addition, economic factors impact the customers’ need for
financing, thus affecting loan growth. Additionally, changes in the
economy can directly impact the credit strength of existing and
potential borrowers.

Focus of Management

Management is committed to achieve long-term stability and
measures its success by five key elements.

Customer Relationships—Omega strives to maximize cus-
tomer satisfaction. We are sensitive to the broad array of financial
alternatives available to our customers from both local and global
competition. We are committed to fostering a complete customer
relationship and plan to continue to provide for the financial needs
in future generations as in the past.

Shareholder Satisfaction—Omega believes our investors are
entitled to a good return on their investment through both stock
value appreciation and dividend returns. We intend to continue to
protect their investment through long-term stability of our balance
sheet and earnings.

Balance Sheet Stability—By maintaining a disciplined approach,
we have built a solid balance sheet. In spite of intense competition,
we maintain stringent credit standards; these high credit standards
have resulted in favorable comparisons to our peer group in terms of




loan charge-offs and levels of non-performing loans. We believe we
consistently pay fair market rates on all deposits, minimizing fund-
ing and balance sheet volatility. We also believe we have invested
wisely, in compliance with self-imposed standards, minimizing risk
of asset impairment.

Operating Results—We believe Omega’s management keeps a
sharp eye on earnings results. While earnings in 2004 were less
than in prior year, we believe they are quite good, with many of our
profitability ratios consistently exceeding those of our peer group.
The acquisition of Sun during the fourth quarter of 2004 affected
the year’s results and will be discussed during the management dis-
cussion and analysis of financial condition.

Commitment to the Community—We are active corporate citi-
zens of the communities we serve. Although the world of banking
is ever-changing and in some cases does not even require a physical
building, we believe that our community banking philosophy is still
valid. Despite technological advances, banking is still a personal
business. We believe that our customers shop for services and value
a relationship with an institution involved in the same community,
with the same interests in its prosperity. We have a foundation and
a history in each of the communities we serve. Our employees live
there; we encourage and support community involvement.

Omega’s Opportunities

We seek to continually enhance our customer delivery sys-
tem, both through technology and physical facilities. We are cur-
rently considering the addition of a new financial service center in
the Centre county region. We have short-term and long-term plans
to revitalize many existing branch locations through remodeling
for efficiencies or relocation for improved access and customer
convenience. We continually examine opportunities to upgrade
technology both to cater to our customers’ needs and to increase
operational efficiency.

Omega’s Challenges

Competition—We are experiencing more intense competition
than we have ever seen in our long history. No longer is our compe-
tition limited to local community institutions or strictly to financial
institutions. Our primary market area includes several very pros-
perous communities, an attractive target for competitors. To meet
this challenge, we stay in close contact with our customers, moni-
toring their satisfaction with our services through professionally
conducted surveys, personal visits and networking in the commu-
nities we serve. We strive to meet our customers’ expectations and
deliver consistent high-quality service.

Regulated Company-—Omega is subject to banking regulation
as well as regulation by the Securities and Exchange Commission
(SEC), and as such, must comply with several laws, including the
USA Patriot Act and the Sarbanes-Oxley Act of 2002. Management
has instituted a series of actions to strengthen and improve Omega’s
already strong corporate governance practices, including formation
of a Disclosure Committee for Financial Reporting and adoption of
a Code of Ethics for all directors, officers and employees.

Omega has incurred direct and indirect costs associated
with compliance with the SEC’s filing and reporting require-
ments imposed on public companies by Sarbanes-Oxley, as well as
adherence to new and existing banking regulations. It is unlikely
that regulatory demands will be reduced, and management
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expects that more resources will be dedicated to meet future
compliance standards.

APPLICATION OF CRITICAL ACCOUNTING POLICIES

The Corporation’s consolidated financial statements are pre-
pared based upon the application of U.S. generally accepted
accounting principles, the most significant of which are described in
Note 1—Summary of Significant Accounting Policies. Certain of these
policies require numerous estimates and economic assumptions,
based upon information available as of the date of the financial
statements. As such, over time, they may prove inaccurate or vary
and may significantly affect the Corporation’s reported results and
financial position for the period or in future periods. The account-
ing policy for establishing the allowance for loan losses has a greater
reliance on the use of estimates, and as such has a greater possibil-
ity of producing results that could be different than originally
reported. Changes in underlying factors, assumptions or estimates
in the allowance for loan losses could have a material impact on the
Corporation’s future financial condition and results of operations.

Pages 7-8 of this Annual Report to Shareholders provide man-
agement’s analysis of the Company’s allowance for loan losses and
related provision expense. The allowance for loan losses is main-
tained at a level believed adequate by management to absorb prob-
able losses in the loan portfolio. Management’s determination of
the adequacy of the allowance for loan losses is based upon an
evaluation of individual credits in the loan portfolio, historical loan
loss experience, current economic conditions, and other relevant
factors. This determination is inherently subjective, as it requires
material estimates including the amounts and timing of future cash
flows expected to be received on impaired loans that may be sus-
ceptible to significant change. The allowance for loan losses related
to loans considered to be impaired is generally evaluated based on
the discounted cash flows using the impaired loan’s initial effective
interest rate or the fair value of the collateral for certain collateral
dependent loans.

Omega’s accounting policy for the determination of goodwill
and other intangibles also has a significant reliance on the use of
estimates. Goodwill represents the excess of the cost of an acquisi-
tion over the fair value of the net assets acquired. Other intangible
assets represent purchased assets that also lack physical substance
but can be separately distinguished from goodwill because of con-
tractual or other legal rights or because the asset is capable of being
sold or exchanged either on its own or in combination with a related
contract, asset or liability. It is Omega’s policy that goodwill be
tested at least annually for impairment. Management’s current
analysis indicates that a 37% decline in market capitalization could
have a material impact on the carrying value of goodwill.

Intangible assets with finite lives include core deposits, customer
relationships and trade names. Intangible assets are subject to impair-
ment testing whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. Core deposit,
customer relationship and certain trade name intangibles are amor-
tized over a period of time that represents their expected life using a
method of amortization that reflects the pattern of economic benefit.
Management estimates that consecutive annual declines of more than
9% of the acquired customer base subsequent to December 31, 2004
could result in an impairment of the core deposit intangible and
affect Omega'’s operating results in future years.
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FINANCIAL CONDITION

Balance Sheet Summary

On October 1, 2004, Omega acquired Sun Bancorp, Inc.
(“Sun”) with assets, liabilities and equity with market values of
$1,153,269,000, $1,009,294,000 and $143,975,000, respectively. This
represented an increase of 100.5% in Omega’s assets resulting
in combined assets of $2,301,254,000, as well as liabilities of
$1,988,260,000 and equity of $312,994,000. On December 31, 2004,
total assets were $2,082,571,000 representing a $942,404,000 or
82.7% increase when compared to December 31, 2003. In the Merger,
Sun shareholders received either 0.664 shares of Omega common
stock for each share of Sun common stock or $23.25 in cash for each
share held, depending on shareholder elections and subject to the
allocation provisions of the Merger Agreement. Under the terms of
the Merger Agreement, 20% of the outstanding Sun common stock
was exchanged for cash and 80% of the outstanding Sun common
stock was exchanged for Omega common stock. The following
schedule summarizes the allocated cost of the acquisition.

Sun Bancorp Acquisition

Cash, with 20% of Sun shares paid at $23.25

PEI SHATE ...eii e it eei ettt et ae e $ 35,921,000
Value of Sun shares converted at an exchange

ratio of 0.664 for 1..cooooiiiiiiiiiiiiii e, 142,122,000
Incremental direct costs associated

With transaction .........ooovveiiiie i, 7,833,000
Fair value of outstanding employee and

non-employee stock options ..o 1,853,000
Total purchase pPrice ........cccccvviiiiiiiiini i 187,729,000
Net assets acquired:
Sun’s tangible baok value..........ooooo e 36,503,000

Estimated adjustments to refiect assets
acquired at fair vatue..........cccoiiiii
Identified intangible assets acquired ..............coovnee

GOOAWIll oo

(22,810,000)
17,077,000

$156,959,000

During the fourth quarter management executed most of its
planned post-merger restructuring efforts that included the sale of
Sun’s auto lease portfolio and investment securities and the early
extinguishment of long term Federal Home Loan Bank Debt and a
related interest rate swap and other subordinated debt. The result of
this program resulted in a reduction of total assets by $194,265,000.
Due to the favorable movement in interest rates from the date
acquired to the date disposed, the Company recognized a $652,000
gain on the sale of the securities and a $570,000 gain on the dis-
posal of debt and liquidation of the related interest rate swap. The
sale of the auto lease portfolio was consummated at essentially the
fair value of the acquired portfolio.

Table 1 below reflects an analysis of the sources and uses of
funds for 2004 based on average balances. Table 2 reflects the end-
ing balances at various times in order to explain the impact that the
Sun acquisition has had on Omega. These two tables will be referred
to during this discussion.

Omega’s average assets for 2004 were $1,371,227,000 as com-
pared to $1,145,407,000 for 2003. This represented a $225,820,000, or
19.7% year over year increase, due to the Sun acquisition. The assets
acquired from Sun approximated $1,153,269,000 and averaged
$239,751,000 in 2004. Omega’s 2003 total average assets decreased
by 0.4%, from $1,149,810,000 in 2002 to $1,145,407,000. In order to
optimize its present and future performance, management must
constantly assess various risk factors and act accordingly. When
performing comparative analyses of average balances, certain activ-
ities of the Corporation which impact asset or liability category bal-
ances must be taken into consideration such as the Sun merger
in 2004, and the sale of $10,158,000 of mortgage loans in June of
2003. These types of transactions are in addition to normal banking
activity and can have a material impact on Omega’s performance.

Table 1
Changes in Uses and Sources of Funds
(% in thousands)

2004 2003 2002
Average Increase (Decrease) Average Increase (Decrease) Average
Balance Amount % Balance Amount % Balance
FUNDING USES:
LOBMS + vttt ettt ettt erte e eav e e rtra e e enra et b e $ 876,317 $131,185 17.6% $ 745,132 $ 14,860 20% $ 730,272
Tax-exempt [0ans..........c........ 49,785 4,981 11.1 44,804 (766) (1.7) 45,570
Investment securities 176,061 33,494 23.5 142,567 (26,104) (15.5) 168,671
Tax-exempt investment securities.................. 85,567 (12,175) (12.5) 97,742 1,867 1.9 95,875
Interest bearing deposits ......ccccccvivvieieennninn, 22,680 12,428 121.2 10,252 (1,724) (14.4) 11,976
Federal funds sold.....c.ccoveviiivienniniiiiereniainens 20,503 1,370 7.2 19,133 6,076 46.5 13,057
Total interest earning assets.........cccceeeinnis 1,230,913 171,283 16.2 1,059,630 (5,781) (0.5) 1,065,421
Naon-interest earning assets.........ccccveeenernnn. 146,627 60,226 69.7 86,401 (717) 0.8) 87,118
Unrealized gains on investments................. " 6,194 (4,093) (39.8) 10,287 1,673 19.4 8,614
Less: Allowance for loan 10SSeS .....oovvvciiiieiiniiiiennn, (12,507) (1,596) 14.6 (10,911) 432 (3.8) (11,343)
TOTAL USES cveiiciiiiiiiniicnriiiineaneenneseensesncaesnceanas $1,371,227  $225,820 19.7% $1,145,407 $(4,403) (0.4)% $1,149,810
FUNDING SOURCES:
Interest bearing demand deposits $ 343,527 $ 56,397 19.6% $ 287,130 $ 17,520 6.5% $ 269,610
Savings depositS......covviieiviiiiiiee e, 159,776 29,651 22.8 130,125 11,796 10.0 118,329
Time deposits .....coovververens 389,206 40,568 11.6 348,638 (46,072 (11.7) 394,710
Repurchase agreements 21,716 5,258 31.9 16,458 265 1.6 16,193
Other borrowed funds .....ooooeveeiiiviiiiee 83,283 44,894 116.9 38,389 (1,197) (3.0) 39,586
Total interest bearing liabilities...............coeevvvines 997,508 176,768 21.5 820,740 (17,688) (2.1) 838,428
Demand deposits .....occccoiiiiiiiin 172,721 25,436 17.3 147,285 8,882 6.4 138,403
Other liabilities................... 9,486 (1,427) (13.1) 10,913 (1,515) (12.2) 12,428
Shareholders’ equity 191,512 25,043 15.0 166,469 5,918 3.7 160,551
Total SOUICES toviiiiiiie e $1,371,227  $225,820 19.7% $1,145,407 $ (4,403) (0.4)% $1,149,810




Average balances of funding sources for 2004 increased 19.7%, or $225,820,000 to $1,371,227,000 when compared to $1,145,407,000 for
2003. Sun contributed average funding sources of $240,935,000 in 2004. Omega’s funding sources decreased on average in 2003 as com-
pared to 2002 by 0.4%. In 2003, the decrease in funding sources was primarily from the reduction in time deposits and resulted in reduced

levels of investment securities.

More detailed discussion of Omega’s interest earning assets and interest bearing liabilities will follow in sections titled Loans,

Investments, Deposits and Market Risk.

The following table shows Omega’s balance sheet at December 31, 2003, the addition of Sun’s balance sheet at October 1, 2004 and the
effect of other activities that occurred during 2004, which roll forward into the final Omega balance sheet as of December 31, 2004.

Table 2
Omega Financial Corporation and Subsidiaries Balance Sheet Rollforward
(In thousands)

ASSETS

Cash and due from bBanks.........iiiiiiiii e
Interest bearing deposits with other banks..........ccoooveiii
Federal funds SO .......oo.iiiirii e e

Investment securities available for sale
investment in unconsolidated subsidiary

Loans, net of unearned interest and aflowance for loan [0sseS............cceeeee..
(O 11 g 1YY 4 O OO OO UP VOSSP PPPPP

TOTAL ASSETS e

LIABILITIES AND SHAREKOLDERS’ EQUITY
Deposits:
Non-interest bearing

Interest bearing.......cccccviiiii
TOTAL DEPOSITS .

Short-term borrowings

ESOP debt. i

Junior subordinated debentures
Long-term debt ....ccooooviiiiii
Other interest bearing liabilities
Other liabilities........cccoeivieviiinies

TOTAL LIABILITIES ..ottt
Shareholders’ EQUItY ......ccoooiiiiiiii

TOTAL LIABILITIES AND SHAREHOLDER' EQUITY

Omega at Sun Purchase Other Activity Omega at

12/31/2003 10/1/04 during 2004 12/31/04
......... $ 32420 $ 20,510 $ 5,053 $ 47,877
......... 10,683 2,322 18,117 31,122
......... 17,850 - 18,500 36,350
240,539 213,391 (125,951) 327,979
— 511 1,114 1,625
......... 777,575 654,352 (119,321) 1,312,606
......... 61,099 268,823 (4911 325,011
--------- $1,140,166 $1,159,909 $(217,505) $2,082,570
$ 155,702 $ 69,540 $ 3,165 $ 228,407
......... 751,878 567,150 (45,354) 1,273,674
......... 907,580 636,690 (42,189) 1,502,081
33,263 35,826 21,152 90,241
......... 2,521 — (329) 2,192
— 20,201 36,989 57,190
21,600 267,142 (189,145) 99,597
813 — 41 854
6,950 12,321 {4,595) 14,676
......... 972,727 972,180 (178,076) 1,766,831
......... 167,439 187,729* (39,429) 315,739
$1,140,166 $1,159,909 $(217,505) $2,082,570

*Fair value of assets acquired from Sun were common stock issued and value of stock options assumed of $143,975,000 pilus cash paid of $43,754,000.

Loans

During 2004, total loans outstanding, net of unearned interest,
increased $540,106,000 compared to an $8,325,000 increase in 2003.
The following table summarizes the changes in loan balances (in
thousands) over the last three years.

2004 2003 2002

New loans, net of repayments.......... $(51,793) $21,790 $25,571
LLoans and leases sold......c..cccooeenenn. (67,682) (12,649) (5,077}
Loans charged off........ccoccoeverninenn, 3,722) (997) (934)
Loans transferred to other

real estate owned.......coccoeeeeiinnnn. (411) — —
Loans and leases acquired

through acquisition of Sun.......... 663,851 — —
Market value amortization ............... 135 — —
Other adjustments to

Carying vallue .oooeeeeovirniieieeninieni, (272) 181 (95)

$540,106 $ 8,325 $19,465

In 2004, total average loans were $926,102,000 as compared to
$789,936,000 in 2003, an increase of $136,166,000, or 17.2%. The
loans acquired from the Sun acquisition were primarily responsible
for the increase.

During the year, the commercial loan portfolio increased on
average by $97,528,000, or 21.4%. The increase was a result of a
$73,455,000 increase in variable rate commercial loans and a
$24,073,000 increase in fixed rate loans.

Mortgage loans on average increased by $29,873,000 in 2004
when compared to 2003. This increase was due to the acquired
loans from Sun.

Other consumer loans on average increased by $2,144,000
in 2004 compared to the previous year. Before the acquisition of
Sun, Omega was experiencing a decline in consumer balances.
Management believes that the uncertain economy and intense com-
petition resulted in this decline in new loan activity. Omega also
has maintained tight credit standards that may also be responsible
for this decrease.

Omega’s lending strategy stresses quality growth, diversi-
fied by product and industry. A standardized credit policy is in
place throughout the Corporation, and a special credit committee
reviews all large loan requests prior to approval. Omega’s com-
mercial and consumer lenders make credit judgments based on a
customer’s existing debt obligations, ability to pay and general
economic trends.

Omega Financial Corporation 2004 Annual Report 5
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Management has been monitoring the activity within the loan
portfolio very carefully and strives to be competitive within its mar-
ket for both commercial and residential real estate loans. Omega
intends to actively pursue growth in each of the loan categories
again during 2005. Competition will continue to play a key role in
pricing decisions to maintain and build new loan volumes.

The loan portfolio carries the potential risk of past due, non-
petforming or, ultimately, charged-off loans. Omega attempts to
manage this risk through credit approval standards, as discussed
above, and aggressive monitoring and collection policies.

Loan loss reserves have been established in order to absorb
probable losses on existing loans. An annual provision or credit is
recorded to current earnings to maintain the reserve at adequate
levels. Charge-offs and recoveries are recorded as an adjustment to
the reserve. The allowance for loan losses at December 31, 2004 was
1.26% of total loans, net of unearned interest, as compared to 1.34%
of total loans, net of unearned interest at the end of 2003. The allow-
ance increased $5,075,000 when compared to December 31, 2003.
Net charge-offs for 2004 and 2003 were 0.38% and 0.11%, respec-
tively of average loans. The increase in the reserve was primarily
the result of the Sun acquisition. This increase was partially offset
by net charge-offs of $3,539,000 for the year. This represented an
increase of $2,706,000 over the net charge-offs in 2003. Most of this
increase was the result of a large commercial account of $1,006,000
(accounts for $681,000 of the commercial real estate charge-off and
$325,000 of the commercial, financial and agriculture charge-off),
and a portfolio of mobile home mortgages that were charged down
by $1,475,000 when management made the decision to sell these
loans. At December 31, 2004 these loans were classified as available
for sale.

Change in Allowance for Loan Losses
(In thousands)

2004 2003
PrOVISION . uit ettt e et e e $ (300) $ 350
Acquired from SUN ..o, 9,505 —
Net charge-0ffs ..., (3,539) (833)
Reclassification of off
balance sheet liability.......cooevivviiiniiiiiiiinenn, (591) —
$ 5,075 $(483)

At December 31, 2004, non-performing loans (as defined in
Table 3) as a percentage of the allowance for loan losses were 51.8%
as compared to 32.3% at December 31, 2003. Of the $8,107,000 of
non-performing loans at December 31, 2004, $7,213,000 were col-
lateralized with real estate, $877,000 with other assets and $17,000
were unsecured.

Non-performing loans were 0.61% of loans as of December 31,
2004, and 0.43% of loans as of December 31, 2003. The increase in
non-performing loans in 2004 was primarily due to five large com-
mercial loans aggregating $2,963,000, being placed in non-accrual
status. The required allowance associated with these five large com-
mercial credits was less than the weighted average required reserve
for non-performing loans as these credits are secured by collateral
and are in the early stages of the loss migration cycle. Additionally
the acquisition of Sun’s loan portfolio added $2,182,000 to the total
amount of accruing loans past due 90 days or more.

Table 3
Non-Performing Loans
(In thousands)

December 31,

2004 2003 2002 2001 2000
Non-accrual loans............ $5,220 $2,588 $3,125 $2,327 $1,503
Accruing loans past due
90 days or more........... 2,267 607 614 1,209 564
Restructured loans .......... 220 223 12 32 98
Total non-performing
108NS. vvvernrierieiei e $8,107 $3,418 $3,751 $3,568 $2,165

Loans on which the accrual of interest has been discontinued
are designated as non-accrual loans. Accrual of interest on loans
is discontinued when reasonable doubt exists as to the full, timely
collection of principal or interest. When a loan is placed on non-
accrual status, all interest previously accrued but not collected is
reversed against current period income. Income on such loans is
then recognized only to the extent that cash is received and where
the future collection of principal is probable. Accruals are resumed
on loans only when they are brought fully current with respect to
interest and principal, and when, in the judgment of management,
the loan is estimated to be well secured and fully collectible as to
both principal and interest.

Allowance for Loan Losses

The amount of allowance for loan losses is determined through
a critical quantitative analysis performed by management that
includes significant assumptions and estimates. It must be main-
tained at a level deemed sufficient to absorb probable estimated
losses within the loan portfolio, and supported by detailed docu-
mentation. Critical to this analysis is any change in observable
trends that may be occurring relative to loans, to assess potential
credit weaknesses.

Management systematically monitors the loan portfolio and
the adequacy of the allowance for loan losses on a quarterly basis
to provide for probable losses inherent in the portfolio. Omega’s
methodology for maintaining the allowance is highly structured
and consists of several key elements:

e Historical Trends: Historical net charge-offs are computed as
a percentage of average loans, by loan type. This percentage is
applied to the ending period balance of the loan type to deter-
mine the amount to be included in the allowance to cover charge-
off probability.

¢ Individual Loan Performance: Management identifies and main-
tains a list of high-risk loans called a Watch List. These loans are
individually assigned a risk rating grade because the loan has
not performed according to payment terms and there is reason
to believe that repayment of the loan principal in whole or part is
unlikely. The specific portion of the allowance for these loans is
the total amount of potential unconfirmed losses for these indi-
vidual loans.




e General Economic Environment: Current economic factors and
business trends relative to specific types of loans are assessed.
Omega’s lending is concentrated within central Pennsylvania and
accordingly the loan portfolio quality is dependent upon local-
ized economic factors such as: unemployment rates, commercial
real estate vacancy rates, consumer delinquency trends and resi-
dential housing appreciation rates.

e Other Relevant Factors: Certain specific risks inherent in the loan
portfolio are identified and examined to determine if additional
reserve is warranted, and if so, management assigns a percentage
to the loan category. Such factors consist of:

* Credit Concentration: Omega’s loans are classified in accor-
dance with the North American Industry Classification
System (NAICS). Any group’s total which exceeds 25% of
Omega’s total capital is considered to be a credit concentra-
tion and as such, is determined to have an additional level of
associated risk.

* Changes in Loan Volumes

* Delinquency and Non-Accrual trends

* Policy and Procedure Changes

Individual credits are selected throughout the year for detailed
loan reviews, which are utilized by management to assess the risk in
the portfolio and the adequacy of the allowance. Due to the nature
of commercial lending, evaluation of the adequacy of the allowance
as it relates to these loan types is often based more upon specific
credit review, with consideration given to the potential impairment
of certain credits and historical charge-off percentages, adjusted for
general economic conditions and other inherent risk factors. The
allowance not specifically allocated to individual credits is generally
determined by analyzing potential exposure and other qualitative
factors that could negatively impact the adequacy of the allow-
ance. Loans not individually evaluated for impairment are grouped
by pools with similar risk characteristics and the related histori-
cal charge-off percentages are adjusted to reflect current inherent
risk factors, such as unemployment, overall economic conditions,
concentrations of credit, loan growth, classified and impaired loan
trends, staffing adherence to lending policies and loss trends.

Conversely, due to the homogeneous nature of the real estate
and installment portfolios, the portions of the allowance allocated
to those portfolios are primarily based on prior charge-off history
of each portfolio, adjusted for general economic conditions and
other inherent risk factors.

Determination of the allowance for loan losses is subjective in
nature and requires management to periodically reassess the valid-
ity of its assumptions. Differences between net charge-offs and
estimated losses are assessed such that management can timely
modify its evaluation mode] to ensure that adequate provision has
been made for risk in the total loan portfolio.

Management applied the methodology described in this report
to the acquired Sun loan portfolio, including a review of Sun’s his-
torical trends. Sun’s loan charge-off trends were reviewed by loan
type and allocated at their respective historical levels to determine
the amount to be included in the allowance. Management also
reviewed Sun’s high risk (watch list) loans and assigned a specific
portion of the allowance for estimated probable losses. Other risk
factors unique to Sun’s loan portfolio were identified and examined
with additional reserve allocations assigned as warranted.

The following tables show how the allowance for loan losses
is allocated among the various types of outstanding loans and the
percent of loans by type to total loans.

Allocation of the Allowance for Loan Losses

2004 2003 2002 2001 2000
(In thousands)

Commercial,

financial and

agricultural ........... $ 6,048 $ 3,954 $ 3761 $ 4,013 $ 5192
Real estate—

commercial........... 4,073 3,486 3,644 3,686 2,557
Real estate—

construction ......... 206 181 456 291 204
Real estate—

mortgage............. 1,725 1,264 1,421 1,092 1,406
Home equity ............ 1,309 998 1014 1,128 1,247
Personal .......c..ocuv.... 2,155 685 753 1,007 988
Lease financing ........ 128 1 3 7 18

Total Allowance

for Loan Losses .... $15644 $10,569 $11,052 $11,224 $11,622

Percent of Loan Type to Total Loans

2004 2003 2002 2001 2000
Commercial,

financial and

agricultural .............. 205% 14.1% 150% 16.3% 15.8%
Real estate— ‘

commercial.............. 37.7% 43.0% 37.6% 34.5% 30.5%
Real estate—

construction ............ 1.9% 2.2% 4.7% 2.7% 2.4%
Real estate—

MOEage ..oveerrnnniins 20.9% 25.1% 25.0% 25.6% 27.5%
Home equity ............... 10.0% 11.5% 11.9% 12.1% 13.1%
Personal .......coceeuveennen. 8.1% 4.1% 5.8% 8.7% 10.5%
Lease financing .......... 0.9% 0.0% 0.0% 0.1% 0.2%
Total Allowance

for Loan Losses ....... 100.0% 100.0% 100.0% 100.0% 100.0%
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Investments

Total investments, defined to include all interest earning assets
except loans (i.e. investment securities available for sale (at market
value), investment securities held to maturity, federal funds sold,
interest bearing deposits and other interest earning assets) totaled
$395,451,000 on December 31, 2004, representing an increase of
$126,380,000 from year-end 2003. The following table summarizes
how the ending balances (in thousands) changed annually in each

of the last three years.

2004 2003 2002

Purchases of investment
SECUNTIES. ..ottt
Sales and maturities of

$112,733 $100,432 $ 82,010

investment securities................ (234,148) (106,383) (99,289)
Investments acquired

through acquisition

Of SUN evivi e, 213,391
Adjustment in market value

of AFS securities........ccoeieiiis (2,590) (3,162) 3,544
Amortization/Accretion................ (1,946) (1,856) (1,415)
Federal funds sold,

net change ..........ccoceeiinl 18,500 (16,050) 19,450
Interest bearing

deposits acquired ..o 2,322 — —
Interest bearing deposits

with others, net change ............ 18,118 1,925  (23,055)

$ 126,380 $ (25,094) $(18,755)

On average, investments increased by $35,117,000, or 13.0%,
during 2004, after decreasing by $19,885,000, or 9.2%, during 2003.
The increase in 2004 was primarily the result of the Sun acquisi-
tion. The sale and maturities of investment securities includes
$115,646,000 of agency securities acquired with the Sun portfo-
lio. These securities were sold in the fourth quarter of 2004 with
the proceeds used to repay FHLB borrowings. Therefore, the Sun
transaction accounted for $100,066,000 of Omega’s $126,380,000
increase, or 79.2%. The investment portfolio is used to invest funds
available that exceed loan demand, and the decrease in investments
relates directly to the decline in deposit balances.

Cash and due from banks........ooeiiiiiioii e et

Premises and equipment, net .
Other real estate owned ..........
Bank-owned life insurance ..........ccoeeeevunniin
Investment in limited partnerships
Intangible assets .......cccoriviieiiiiiii e

GOOAWIIL Lot e e

The investment area is managed according to internally
established guidelines and quality standards. Omega segregates
its investment securities portfolio into two classifications: those
held to maturity and those available for sale. Omega classifies all
marketable investment securities as available for sale, and
currently holds no securities in the held to maturity classification.
At December 31, 2004, the market value of the entire securities
portfolio exceeded amortized cost by $5,424,000 as compared to
December 31, 2003 when market value was greater than amor-
tized cost by $8,013,000. The weighted average maturity of the
investment portfolio was 2 years and 6 months as of December 31,
2004 as compared to 1 year and 8 months at the end of 2003. The
weighted average maturity, even though it was lengthened when
the Sun securities portfolio was added, has remained short in order
to achieve a desired level of liquidity. Table 4 (located on page 9)
shows the remaining maturity or earliest possible repricing for
investment securities.

Non-Interest Earning Assets

Non-interest earning assets on average increased $60,226,000,
or 69.7% in 2004, and decreased $717,000, or 0.8% in 2003, The fol-
lowing table summarizes the components of the non-interest earn-
ing asset category, and how the ending balances (in thousands)
changed annually in each of the last three years. The increase of
$279,369,000 in 2004 was the result of the Sun transaction. The
increase in premises and equipment of $20,980,000 is primarily the
result of Sun’s 23 branches. The $1,789,000 reduction from other
activity in 2004 is due to depreciation and the reclassification to
Other Real Estate Owned of Sun’s administration center in the
amount of $1,633,000 as a result of Omega making it available for
sale. Other changes of particular importance are the intangible
assets and goodwill. The $17,077,000 of intangibles acquired as a
result of the Sun merger consist of the core deposit intangible, esti-
mated to be $14,210,000, and customer relationships and Mid Penn
Insurance Associates and Sentry Trust Company trade names, esti-
mated to be $2,866,000. Please refer to the “Financial Condition”
section of this discussion for a summary regarding the determina-
tion of the goodwill balance.

2004 2004
2004 Acquired Other
Total Balances Activities 2003 2002
....... $ 15457 $ 20,510 $ (5,053) $(3,629) $(3,023)
20,980 31,499 (10,519) (371) (844)
2,341 396 1,945 512 (45)
35,711 34,129 1,682 5,395 1,523
8,605 8,580 25 — —
16,676 17,077 (401) (10) (10
....... 156,959 156,959 — — —
....... 22,640 20,183 2,457 (2) (2,555)
$279,369 $289,333 $ (9,964) $ 1,895 $(4,954)




Deposits

For the year 2004, total deposits increased $594,502,000. From year-end 2002 to year-end 2003, total deposits decreased by $11,675,000.
The following table summarizes how the ending balances (in thousands) changed annually in each of the last three years.

Demand deposits
Interest bearing demand deposits
Savings deposits
Time deposits, $100,000 and greater
Time deposits, other

Average deposits increased $152,052,000, or 16.7% to
$1,065,230,000 in 2004 as compared to a decrease in 2003 of
$7,874,000, or 0.9% to $913,178,000. The acquisition of Sun
accounted for new deposits of $636,690,000; however, by year-end
these balances had declined by $38,730,000 to $597,945,000 due to
anticipated run off. This initial loss of deposits was the result of
Omega instituting more market oriented pricing. The losses from
Sun’s accounts were $4,899,000 in demand accounts, $9,148,000 in
interest bearing demand accounts, $5,180,000 in savings deposits
and $19,503,000 in all time deposit accounts. Even with this reduc-
tion in deposits, Sun contributed approximately $149,500,000 of the
increase in average deposits for the year. In the past several years,
the banking industry in general has experienced limited deposit
growth because of competition in the marketplace provided by
mutual funds and other investment options that directly compete
with traditional banking products. In keeping with our desire to
provide our customers a full array of financial services “within our
own walls,” we supplemented the services traditionally offered
by our Trust Department, by staffing our community offices with
financial services consultants and representatives that are licensed
and trained to sell variable and fixed rate annuities, mutual funds,
stock brokerage services, long-term care insurance and other life

2004 2004
2004 Acquired Other
Total Balances Activities 2003 2002

..... $ 72,706 $ 69,540 $ 3,166 $ 7,204 $ 10,065
..... 191,456 207,794 (16,338) 8,897 18,501
85,780 84,524 1,256 9,647 13,102
52,383 62,231 (9,848) (9,254) (16,758}
..... 192,177 212,601 (20,424) (28,169) (37,322)
$594,502 $636,690 $(42,188) $(11,675) $(12,421)

products. Although the sale of these products can reduce the Bank’s
deposit levels, we have been rewarded with satisfied customers and
significant increases in non-interest fee income.

Of course, our customers still require the comfort of insured
deposits and local familiarity that our bank continues to offer, and
this is the primary consideration for the majority of our investors.
Throughout the recent low rate environment, many have chosen to
shift their funds to more liquid transaction accounts from time
deposits. We believe that when rates rise and are more attractive to
these depositors, they will again lock in rates for specific terms in
the various time deposit products. As reflected in Table 4, the trend
in 2004 was the same as 2003 in that the customer was holding
more of their funds in core accounts and less in time deposits.
Average core accounts increased $111,484,000; of this Sun added
$86,010,000, and average time deposits increased $40,568,000, of
which Sun added $63,490,000, leaving Omega with an increase of
$25,474,000 in core accounts and a decrease of $22,922,000 in time
deposits. In 2003, on average, core deposits increased by $38,198,000
while time deposits decreased by $46,072,000. As interest rates
started to rise in 2004, this trend slowed and is anticipated that as
rates move higher the customer will choose to invest in time depos-
its and reduce their holdings in core accounts.

The following table shows the comparison of average core deposits and average time deposits as a percentage of total deposits for each

of the last three years.

Table 4
Changes in Deposits
($ in thousands)
2004 | b 2003 b 2002

Average M Average M Average

Balance Amount % Balance Amount % Balance
interest bearing demand deposits .......c..ceorveeriicnnnenn. $ 343,527 $ 56,397 19.6% $287,130 $ 17,520 6.5% $269,610
Savings depositS....coociieierrieriiinens 159,776 29,651 22.8 130,125 11,796 10.0 118,329
Demand depositsS ..ovcvviiciiiiire e 172,721 25,436 17.3 147,285 8,882 6.4 138,403
Total core (transaction) accounts............cccoeeeeeenninnn, 676,024 111,484 19.7 564,540 38,198 7.3 526,342
Time deposits, $100,000 and greater................cccvven, 60,167 6,380 11.9 53,787 (15,572) (22.5) 69,359
Time deposits, other.........cccoiiiiiin e, 329,039 34,188 116 294,851 (30,500) (9.4) 325,351
Total time depositS ... ivviieieriee e 389,206 40,568 11.6 348,638 (46,072) (11.7) 394,710
Total deposits $1,065,230 $152,052 16.7% $913,178 $ (7,874) (0.9)% $921,052

EE —————————— ]
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Other Interest Bearing Liabilities

Omega’s average balances for repurchase agreements and
other borrowed funds increased $50,152,000 of which approxi-
mately $42,000,000 was a result of the Sun merger. Sun brought
with it interest bearing liabilities of $323,169,000. The make up of
this debt was $267,142,000 in Federal Home Loan Bank long-term
debt, $21,858,000 of subordinated debentures and $35,826,000 of
short-term borrowings. During the fourth quarter, management
started a systematic program of reducing the leverage of Sun's
balance sheet through the sale of certain of Sun’s assets and the
paydown of the longer-term debt. The Federal Home Loan Bank
debt of $210,620,000 and other subordinated debentures in the
amount of $1,656,000 for a total of $212,276,000 were paid off prior
to maturity. To pay for this reduction in long-term debt, Omega
sold $115,646,000 of Sun’s longer term Agency securities and an
auto lease portfolio for $87,269,000. In February 2005, the final early
extinguishment of the Federal Home Bank Debt of $55,032,000
was accomplished through the sale of investment securities in
the amount of $35,492,000. Gains were realized on the early extin-
guishment of the debt in 2004 of $570,000 and gains of $652,000
were realized on the security sales. These gains were realized due to
rate movements and yield curve shifts since October 1, 2004 when
the balances were acquired through the Sun merger. Gains recog-
nized in the first quarter of 2005 were $1,043,000 and $257,000 on
the early extinguishment of the debt and the sale of investment
securities, respectively. Omega benefited from the rise of mid-term
rates while the long bond rate declined. In addition, in the fourth
quarter, Omega incurred additional borrowings to help pay for the
restructuring and merger related costs. These borrowings amounted
to $10,000,000 of a short-term demand note and a seven-year term
loan of $12,000,000. In 2003, average balances of repurchase agree-
ments and other borrowed funds decreased by $932,000. (See Note
11 of Notes to Consolidated Financial Statements).

Shareholders” Equity

During 2004, total shareholders’ equity increased by $148,300,000.
This increase was primarily the result of Omega’s acquisition of Sun
that resulted in 4,117,116 shares being issued at a value of $34.52 per
share. The following table summarizes how the components of equity
(in thousands) changed annually in each of the last three years.

2004 2003 2002

Net INCOMEe ...cveiiiiiiiiec e $ 17,021 $17,185 $18,179
Dividends......coveviiiiviiiiiiiiiireee (11,388) (9,879) (9,623)
Stock options exercised..................... 2,427 2,389 3,470
Repurchase of stock .....coceviiiininiiiinn. (2,488) (2,886) (9,207)
Net change in unrealized

SECUTItY aINS. ., (1,683) (2,034) 2,300
Acquisition of Sun Bancorp............... 143,975~ — —
Other. oo e, 436 554 741

$148,300 $ 5329 $ 5,860

*Equity recorded from the acquisition of Sun was the fair value of assets acquired of
$137,729,000 less cash paid of $43,754,000.
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Shareholders” equity continued to be an important funding
source during 2004, providing an average balance of $191,512,000,
as compared to the $166,469,000 provided in 2003. Dividend payout
ratios on the common stock were 66.91% for 2004, 55.8% for 2003
and 50.8% for 2002. Capital has been increased as a result of
employee stock options and purchase plans. Other comprehensive
income arising from unrealized gains (net of tax) on securities
available for sale increased average equity by $3,935,000 in 2004,
$1,098,000 in 2003 and $1,992,000 in 2002. At December 31, 2003,
Omega held 1,589,545 shares of stock in treasury at a cost of
$48,439,000 as compared to 1,507,298 in 2002 at a cost of $45,643,000.
These increases are a result of the Omega stock repurchase pro-
gram in effect during 2002 and 2003 (see Note 12 of Notes to
Consolidated Financial Statements). At the end of 2004 there were
no shares in treasury as it was all utilized in the Sun acquisition.

Omega increased the return to shareholders in 2004 by increas-
ing its dividend 2.6% to $1.20 per common share. Per share com-
mon dividends in prior years were $1.17 and $1.13 in 2003 and 2002,
respectively. Omega paid a dividend per preferred share of $1.35
in 2003 and $1.80 in 2002. The reduction in preferred dividends in
2003 was the result of the conversion of preferred stock to com-
mon stock in the fourth quarter of 2003. (See Note 20 of Notes to
Consolidated Financial Statements regarding restrictions on divi-
dends from subsidiary banks to the holding company.)

Omega’s book value per share at December 31, 2004 was $25.07
and on a tangible book basis it was $11.28. The tangible book value
is the result of the $173,685,000 or $13.79 per share of goodwill and
intangible assets that resulted from the Sun merger. The 2003 and
2002 book value was $19.79 and $19.63, respectively. Intangible
assets for 2003 and 2002 were immaterial.

Federal banking regulators have established capital adequacy
requirements for banks based on risk factors. All banks and bank
holding companies are required to have a minimum of 4% of risk
adjusted assets in Tier I capital and 8% of risk adjusted assets in
Total capital (Tier I and Tier II capital). As of December 31, 2004
and 2003, Omega’s Tier I capital ratio was 13.3% and 21.0%, respec-
tively, and its Total capital ratio was 14.4% and 22.3%, respectively.
Additionally, banking organizations must maintain a minimum
Tier 1 capitel to total average asset (leverage) ratio of 3%. This 3%
leverage ratio is a minimum for the top-rated banking organizations
without any supervisory, financial or operational weaknesses or
deficiencies. Other banking organizations are required to maintain
leverage capital ratios 100 to 200 basis points above the minimum
depending on their financial condition. At December 31, 2004 and
2003, Omega’s leverage ratio was 13.4% and 14.2%, respectively,
against a required leverage ratio of 4% (see Note 20 of Notes to the
Consolidated Financial Statements).

Omega’s equity to assets ratio for 2004, 2003 and 2002 was
15.16%, 14.69% and 14.04%, respectively.




MARKET RISK

Market risk is the risk of loss arising from changes in the fair
value of financial instruments due to changes in interest rates,
currency exchange rates, commodity prices or equity prices. The
Corporation’s market risk is composed primarily of interest rate
risk. The process by which financial institutions manage their
interest rate risk is called asset/liability management. This process
has become very important in an industry undergoing an ever-
changing interest rate environment. The goals of Omega’s asset/
liability management are increasing net interest income without
taking undue interest rate risk or material loss of net market value
of its equity, while maintaining adequate liquidity. Net interest
income is increased by widening the interest spread and increasing
earning assets. Liquidity is measured by the ability to meet both
depositors’ and credit customers’ requirements.

Net Interest Income and Interest Rate Risk

Omega believes that it has managed interest rate risk while
achieving optimal levels of net interest income. Interest rate risk is
the risk to net interest income or capital arising from movements
of interest rates. There are several components of interest rate risk:
repricing risk, basis risk and customer option risk. The two method-
ologies used by the Corporation to aid in the management of intez-
est rate risk are gap analysis and economic simulation. Gap analysis
is a tool used by the Corporation primarily to measure repricing risk
while economic simulation is used to measure and manage repric-
ing risk, basis risk and customer option risk.

Both tools, gap analysis and economic simulations, are
performed in a static environment. In reality, Omega’s balance
sheet is dynamic and in constant change as are interest rates.

. Management applies the same techniques using projected future
volumes and various interest rate scenarios to analyze poten-
tial hedging decisions or decisions that involve the acquisition or
investment of funds.

Economic simulation involves management simulating possible
economic conditions and interest rate scenarios in order to quantify
the impact on net interest income. The effect that changing inter-
est rates has on Omega’s net interest income is simulated by mov-
ing interest rates up and down at 100 basis point increments. This
simulation is known as rate shocks.

As the table below indicates, based on rate shock simulations,
the Corporation is exposed to a loss of income if interest rates fall.
For example, net interest income at risk for a 100 basis point decrease
in rates as of December 31, 2004 was $2,658,000, or 4.09%, of net
interest income, compared to $1,541,000, or 3.91%, of net interest
income at risk as of December 31, 2003. Omega's rate risk policies
provide for maximum limits on net interest income that can be at
risk for 100 through 300 basis point changes in interest rates.

Effect of Interest Rate Risk on Net Interest Income
(% in thousands)

Change Total Change

Change in Change Change Due to Due to
Interest Rates Due to Due to Customer Interest
(Basis Points)  Repricing Risk  Basis Risk Options Rate Risk
300 $ 2,499 $ 5,513 $ 55 $ 8,067
200 1,673 3,712 37 5,422
100 863 1,860 20 2,743

0 0 0 0 0

-100 (730) (1,860) (68) (2,658)
-200 (1,580) (3,717 (123) (5,420)
-300 (1,713) (6,956) (201) (8,870)

Omega'’s interest rate risk position is directly related to the
preference of our customers for fixed rate loans and shorter-term
deposits. If customer preferences change, the same effects could be
obtained by changing investment, lending, funding or pricing strat-
egies; however, these strategies could reduce liquidity or require
maintaining additional capital.

In addition to determining the impact on net interest income
from various interest rate changes, the same analysis is applied to
determine the change that interest rate movements would have on
Omega’s market value of equity (MVE). The MVE provides an indi-
cator of economic value and is computed by discounting all con-
tractual future cash flows at current market rates. The effect that
changing interest rates has on Omega’s MVE is simulated by mov-
ing interest rates up and down at 100 basis point increments. This
provides management with information necessary to analyze fong-
term interest rate risk. Management can Jimit long-term interest
rate risk, but it is generally at the expense of short-term earnings,
which can cause more volatility in the short term. At December 31,
2004, Omega’s MVE was within the guidelines established by man-
agement and the Board of Directors. The table below summarizes
the results of rate shocks showing the effect that interest rate risk
has on market value of equity as of December 31, 2004.

Effect of interest Rate Risk on Market Value of Equity
(% in thousands)

Change Total Change

Change in Change Change Due to Due to
interest Rates Due to Due to Customer Interest
(Basis Points)  Repricing Risk  Basis Risk Options Rate Risk
300 $(35,576) $31,400 $ 5,487 $1,311
200 (24,374) 21,739 3,967 1,332
100 (12,292) 11,291 2,152 1,151

0 0 0 0 0

-100 14,956 (12,192) (5,800} (3,036}
-200 30,389 (25,343) (11,2300 (6,184)
-300 47,233 (38,813) (17,978) (9,558)
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Repricing Risk

Repricing risk arises from differences between the timing of
rate changes and the timing of cash flows that occur in the pricing
and maturity of assets and liabilities. The static gap analysis is one of
the tools used to measure and manage repricing risk. By managing
gap, fluctuations in net interest income can be minimized, thereby
achieving consistent growth in net interest income during periods
of changing interest rates. Table 5 shows the period and cumulative
static gaps for various time intervals as of December 31, 2004. The
data in this table is based upon the earliest possible repricing dates
or maturity, whichever comes first. Core deposit accounts, defined
as interest bearing demand deposits and certain savings accounts
are considered to have repricing implications of various intervals
between one month and five years. The gap analysis is used as an
indicator of what may happen to net interest income if interest rates
rise or fall. On a cumulative basis, over the next twelve months,
Omega is in a negative gap position of $59,440,000 at December
31, 2004, indicating less earning assets than interest bearing liabili-
ties will reprice during that period. As a result of the low interest
rate environment of the past several years, the leve] of our gap and
interest rate risk positions has been affected by both the exten-
sion of our loan portfolio, which reflects our customers preference
for fixed rates, and the shortening of our deposit base as custom-
ers continue to prefer transaction accounts or shorter term certifi-
cates. As we move into a period of rising interest rates, it is expected
that our gap and interest rate risk position will be most affected by
the likely lengthening of our customer deposit base as customers
may be more willing to move funds from transaction accounts and
short-term certificates into higher paying longer term certificates
of deposits.

As of December 31, 2004, should interest rates rise by 100
basis points immediately and Omega’s balances do not grow and
the mix does not change, our analysis suggests that repricing risk
would cause net interest income to increase over the next twelve
months by approximately $863,000. If interest rates would decline
by 100 basis points immediately, repricing risk would cause net
interest income to decrease by approximately $730,000 over the
next twelve months.

Omega’s management cannot predict the direction of inter-
est rates nor will the product mix remain unchanged, yet manage-
ment uses this information to help formulate strategies to minimize
any unfavorable effect on net interest income as a result of interest
rate changes. As an example, at December 31, 2004, Omega was
in the process of selling $22,500,000 in long-term fixed rate resi-
dential mortgages to a third party in order to decrease repricing
risk. Also during 2004, Omega reduced repricing risk by liquidat-
ing $116,000,000 in long-term investment securities and paid off
$196,500,000 in Federal Home Loan Bank debt, both of which were
obtained in the acquisition of Sun Bancorp.

Basis Risk

Basis risk is another source of interest rate risk and arises from
the difference in movements of interest rates earned on assets and
the interest rates paid on liabilities with otherwise similar repricing
characteristics. The Corporation analyzed the effects of basis risk on
both net interest income and MVE. This was done through interest
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rate shocks, which isolated the movements of the prime rate and
treasury rates. The following shows the results of these rate shocks.

Effect of Basis Risk on Net Interest Income
(% in thousands)

Change in
Net Interest
Income Due to
Total Basis Risk

Change in
Net Interest
Income Due to
Treasury Basis Risk

Change in
Net Interest
Income Due to
Prime Basis Risk

Change in
Interest Rates
(Basis Points)

300 $ 13,082 $(7,569) $ 5,513
200 8,721 (5,009) 3,712
100 4,361 (2,501) 1,860

0 0 0 0
-100 (4,361) 2,501 (1,860)
-200 (8,721) 5,004 (3,717)
-300 (13,082) 6,126 (6,956)

The table above indicates the results of changes in the prime
rate or treasury rates, keeping all other interest rates unchanged.
If the prime rate would increase by 100 basis points, and all
other rates remained unchanged, this analysis suggests that the
Corporation’s net interest income would increase by approximately
$4,361,000 and market value of equity would decrease by approxi-
mately $6,739,000. The Corporation’s prime basis risk has stabilized
over the last several years as a result of customer preference for
fixed rate loans and the fact that the Corporation has increasingly
indexed variable rate loans to rates other than the prime rate. If all
points on the treasury curve would increase 100 basis points and
all other rates remained unchanged, this analysis suggests that the
Corporation’s net interest income would decrease approximately
$2,501,000 and market value of equity would increase approxi-
mately $18,030,000. This change can be attributed to the fact that
most deposit rates are indexed to the treasury curve; therefore, an
increase in treasury rates would increase interest expense more
than interest income,

Effect of Basis Risk on Market Value of Equity
(% in thousands)

Change in Change in Change in
Change in Market Value Market Value Market Value
Interest Rates Due to Due to Due to
(Basis Points)  Prime Basis Risk  Treasury Basis Risk Total Basis Risk
300 $(19,497) $ 50,897 $ 31,400
200 (13,233) 34,872 21,739
100 (6,739) 18,030 11,291
o] 0 0 0
-100 7,000 (19,192) (12,192)
-200 14,281 (39,624) (25,343)
-300 21,860 (60,673) (38,813)
Customer Option Risk

Customer option risk arises when a customer has the right
to alter the level and timing of cash flows of an asset or liability.
Prepayment options on loans and early withdrawal of deposits are
two of the most common types of customer options. In a rising rate
environment, the Corporation’s interest rate risk is increased as
customers transfer deposits from products with lower interest rates
to accounts or other products that offer higher interest rates. In a
declining rate environment, the Corporation’s interest rate risk is




increased when a customer prepays or refinances their loan in order
to take advantage of the lower rate environment. The Corporation
analyzed the effects of customer options on net interest income and
MVE by using interest rate shocks that include the effect of esti-
mated prepayments on our mortgage portfolio. Prepayment levels
are dependent on several factors including the current interest rate
environment, the interest rate on the loan as well as other con-
tractual provisions of the loan. Mortgage prepayment levels were
determined by using estimated prepayments of mortgage-backed
securities with similar maturity and rate characteristics. This analy-
sis suggests that customer options resulting from a 100 basis point
decrease in interest rates would cause net interest income to decrease
$68,000 and market value of equity to decrease $5,800,000.

Liquidity

Liquidity represents the Corporation’s ability to efficiently meet
commitments to fund loans, purchase securities and repay deposits
or other liabilities.

There is no standardized formula for measuring liquidity.
Therefore, in order to assess the adequacy of the Corporation’s
liquidity position, Omega has adopted a liquidity measurement that
answers the following three questions:

1. How much cash is on hand and can be raised over the next 30
days without any principal loss on the assets?

2. If adverse publicity was released about the industry or the
Corporation, what is the ability of Omega to meet deposi-
tor needs?

3. What are the funding requirements through the next 90 days?

When measuring liquidity, total liquid assets must be deter-
mined. Total liquid assets includes cash on hand, federal funds
sold, market value of U.S. Treasury and Agency securities not
pledged, loans that could be sold within thirty days, cash from
investment or loan maturities within 30 days and any other readily
marketable assets.

Total short-term liabilities must also be determined to measure
liquidity. Total short-term liabilities include federal funds purchased,
repurchase agreements, certificates of deposit over $100,000 sched-
uled to mature within 30 days, and an estimated amount of retail
deposit withdrawals.

The short-term liabilities are deducted from the liquid assets
to determine a surplus or deficit and the percentage of liquid assets
to total assets is determined. At December 31, 2004, total lig-
uid assets were $282,972,000 while the short-term liabilities were
$109,020,000. This left a surplus of liquid assets of $173,952,000, or
8.7%, of total assets.

Management believes that a surplus of 5% or more is adequate.
The Corporation actively manages liquidity at this level and has
developed reasonable liquidity contingency plans, including ensur-
ing available alternative funding sources to maintain adequate
liquidity under a variety of business conditions.

~

The investment portfolio, due to its relatively short average life,
has the ability to provide additional liquidity if necessary. When
developing investment strategies, the Corporation considers runoff
of assets and expected future funding needs.

[t required due to unforeseen circumstances, Omega has the
ability to increase its liquidity through the sale of assets, primar-
ily financial instruments. Most of Omega’s financial assets at
December 31, 2004 have a fair value in excess of their aggregate
book value; therefore, some of these instruments could be sold if
needed for liquidity purposes and their sale would not negatively
affect current earnings or capital.

In addition, liquidity can also be provided from off-balance
sheet sources. At December 31, 2004, Omega had unsecured federal
funds lines totaling $25,000,000. At December 31, 2004, Omega had
no amount outstanding against these federal funds lines. Another
source of liquidity is the Federal Reserve Discount Window. Omega
is able to borrow up to 90% of the amount of collateral pledged,
which as of December 31, 2004 provided $8,299,000 in borrowing
capacity. The Corporation does not consider either of these to be a
source of long-term liquidity; rather they are used to cover short-
term fluctuations in liquidity.

The Corporation is also a member of the Federal Home Loan
Bank of Pittsburgh (FHLB), which provides overnight or term fund-
ing to the bank with a borrowing limit of $169,844,000. This borrow-
ing limit could be increased to a maximum amount of $653,176,000
with the purchase of additional FHLB stock. These borrowings are
secured by investment securities and first mortgage residential real
estate loans. At December 31, 2004, Omega had $92,526,000 out-
standing in term loans and no overnight advances.

The Corporation’s primary source of long-term liquidity is a large
core deposit base and a strong capital position. Another measure of
liquidity is the average loan to deposit ratio. This ratio was 87.4% at
December 31, 2004 and 85.7% at December 31, 2003. Management's
target range for this ratio is 70% to 85% . Management believes that
Omega has a relatively stable deposit base with no major seasonal
depositor or group of depositors. However, management recognizes
that a significant risk to liquidity is the level and mix of deposits. We
believe that due to market and interest rate uncertainties through-
out the past year, customers have shifted funds from the stock mar-
ket, longer-term deposits and other alternative investments, into the
safety of core accounts and short-term certificates. Management has
estimated the unusual growth in core accounts to be $67,201,000
and recognizes that it provides additional liquidity risk. Increases
in interest rates, improved economic activity and confidence in the
stock market may result in depositors shifting funds back to longer-
term deposits, the stock market, or other alternative investments.
This shift by depositors would require the Corporation to replace
those funds with higher cost borrowings in the future.
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Off-Balance Sheet Arrangements, Contractual Obligations
and Commitments

Off-Balance Sheet Arrangements—The Corporation has numer-
ous off-balance sheet loan obligations that exist in order to meet the
financing needs of its customers and to reduce its own exposure to
fluctuations in interest rates. These financial instruments include
commitments to extend credit, unused lines of credit as well as
standby letters of credit. Because many commitments are expected
to expire without being drawn upon, the total commitment amounts
do not necessarily represent future cash requirements. These instru-
ments involve, to varying degrees, elements of credit and interest
rate risk that are not recognized in the consolidated financial state-
ments. The Corporation does not expect that these commitments
will have an adverse affect on its liquidity position.

Exposure to credit loss in the event of non-performance by the
other party to the financial instrument for commitments to extend
credit and financial guarantees written is represented by the con-
tractual notional amount of those instruments. The Corporation
uses the same credit policies in making these commitments as it
does for on-balance sheet instruments. The Corporation controls
the credit risk of its financial options and interest exchange agree-
ments through credit approvals, limits and monitoring procedures;
however, it does not generally require collateral for such financial
instruments since there is no principal credit risk.

The Corporation had outstanding loan origination commitments
aggregating $82,829,000 and $51,218,000 at December 31, 2004 and
2003, respectively. In addition, the Corporation had $205,524,000
and $120,034,000 outstanding in unused lines of credit commitments
extended to its customers at December 31, 2004 and 2003, respectively.

Standby letters of credit are instruments issued by the
Corporation that guarantee the beneficiary payment by the bank
in the event of default by the Corporation’s customer in the non-
performance of an obligation or service. Most standby letters of
credit are extended for one year periods. The credit risk involved in
issuing letters of credit is essentially the same as that involved in
extending loan facilities to customers. The Corporation holds col-
lateral supporting those commitments for which collateral is deemed
necessary. At December 31, 2004 and 2003, standby letters of credit
issued and outstanding amounted to $24,064,000 and $13,118,000,
respectively. The liability recorded in accordance with FASB
Interpretation No. 45—"Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others”—representing fair market value of the
standby letters of credit at December 31, 2004 and December 31,
2003 was $138,000 and $72,000, respectively.

Contractual Obligations—Presented below, are the significant contractual obligations of the Corporation as of December 31, 2004, in
thousands of dollars. Further discussion of the nature of each obligation is included in the referenced note to the consolidated financial

statements.
Payments Due by Period
One to
Note Less than Three Three to More than
Reference Total One Year Years Five Years  Five Years
Certificates of deposits@ . ... 10 $ 601,454 $ 308,588 $233,629 $ 53,956 $ 5,281
Other deposits® ...........ocoiioi e 925,179 925,179 — — —
Other interest-bearing liabilities'® 854 31 62 62 699
Federal funds borrowed and sescurity
repurchase agreements® ... ....cocccciviiviiiieiieeieeeeeee 11 63,541 63,541 — — —
Borrowed funds® ..., 11 26,744 26,744 — — —
Junior subordinated debentures®® 12 165,617 3,955 7,809 7,909 145,844
Long-term debt® ..., 11 180,365 8,544 36,876 135,257 9,688
Operating lease obligations............cooviiiiviiiiiviii e, 13 2,354 527 761 405 671
Supplemental executive retirement plan ............c.coooovvnen, 19 3,100 242 484 484 1,880
Purchase obligations
3rd party data processor contract.........cooviiviviiiiiiiniiinn, 23 9,792 2,448 4,896 2,448 —
TOtal oo $1,989,000 $1,339,799 $284,607 $200,521 $164,073

(a) Includes interest on both fixed and variable rate obligations. The interest associated with variable rate obligations is based upon interest rates in effect at December 31, 2004. The contractual
amounts to be paid on variable rate obligations are affected by changes in market interest rates. Future changes in market interest rates could materially affect the contractual amounts to

be paid.
(b} Excludes interest.
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Table 5
Maturity Distribution as of December 31, 2004
{In thousands)

Remaining Maturity/Earliest Possible Repricing

Over Three Over Six Over One
Three Months But Months Year But Over
Months Within Six But Within Within Five
or Less Months One Year Five Years Years Total
interest Earning Assets
Interest bearing deposits $ 31,122 $ — $ — $ — % — % 31,122
Federal funds sold......ccoovriiii e, 36,350 — — — — 36,350
Investment securities:
U.S. Treasury securities and obligations of other
U.S. Government agencies and corporations.................... 2,008 2,034 3,014 125,874 — 132,930
Obligations of state and political subdivisions... 7,589 11,200 12,694 43,824 5,612 80,919
Corporate and other securities..............coooeceel 647 199 398 2,090 700 4,034
Mortgage-backed securities ... 3,901 3,946 8,009 64,294 7,531 87,681
SEOCKS ittt — — — — 22,415 22,415
Investment in unconsclidated subsidiary .......cc.ccooeeevneieenl. — — — 1,114 511 1,625
Loans:
Commercial, financial, and agricultural ...................ooooee. 170,112 12,058 23,894 62,553 3,033 271,650
Real estate—commercial.........cccocoivvvninnnn. 182,190 18,567 54,564 230,872 15,201 501,394
Real estate—construction 24,979 117 205 — — 25,301
Real estate—mortgage................ 17,671 11,272 23,930 114,198 110,137 277,208
HOME €QUItY...eovvei et 69,269 3,201 5,893 34,982 19,732 133,077
Personal {net of unearned discount) ................ 30,793 7,094 14,320 54,230 1,346 107,783
Lease financing (net of unearned interest) 1,337 930 1,848 7,722 — 11,837
Total Interest Earning ASSeS...ocoocvviiveiiiiiiee e, 577,968 70,618 148,769 741,753 186,218 1,725,326
Interest Bearing Liabilities
Demand JePOSIES covvviiriie e e 123,227 5,344 12,535 228,643 -— 369,749
SaVINGS ABPOSITS \vvvvvviieiiiiiti e 190,833 7,487 52,051 76,652 — 327,023
Certificates of deposit over $100,000 27,655 10,878 15,347 49,457 135 103,472
TimMe depPOSITS uuviriei e 99,850 67,243 84,176 221,234 927 473,430
Short-term Borrowings .......ooooviiiiiiii e, 88,246 2,004 9 — — 90,259
Junior subordinated debt 125 125 249 39,108 17,583 57,190
Long-term debt ......ocoiriiii e 67,599 314 644 29,497 1,525 99,579
Other interest bearing liabilities......o.oooooviviiie, 854 — — — — 854
Total Interest Bearing Liabilities.....cooovveriiieiiiiiiii 598,389 93,395 165,011 644,591 20,170 1,521,556
- o T TP SRS PO $(20,421) $(22,777) $(16,242) $ 97,162 $166,048 $ 203,770
CUMUIBTIVE GEP tvvvivrverieie e e $(20,421) $(43,198) $(59,440) $ 37,722 $203,770
Cumulative sensitivity ratio.........ccccccoiiiiiiiic e, 0.e7 0.4 0.93 1.03 1.13

Commercial, financial and agricultural
loans maturing after one year with:
Fixed interest rates $ 2828 $ 1898 $ 30,184

34,267 1,135 35,402
$ 62553 $ 3,033 % 65586

RESULTS OF OPERATIONS

2004 Financial Performance Overview

At $17,021,000, Omega’s net income for 2004 represented a return on average assets (ROA) of 1.24%. The decrease in ROA of 26 basis
points from 2003 is due to pre-merger earnings of Omega, which were negatively impacted by a decline in net interest margin associated
with the low rate environment in 2004, coupled with the result of the merger with Sun on October 1, 2004. The Sun acquisition increased
Omega’s assets by 82.7% as of December 31, 2004, while only adding approximately $2,475,000 of net income for the balance of the year.
This translates to an estimated annualized ROA from the former Sun operations of just 1.06%. The management of Omega strives to
attain consistently high earnings levels each year by protecting the core earnings base with conservative growth strategies that minimize
shareholder risk, while serving a broad customer base. This approach has helped achieve solid performances year after year. Omega
considers ROA to be a key performance ratio, and constantly scrutinizes the broad categories of the income statement that impact this
profitability indicator.
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Summarized below are the components of net income (in thousands of dollars) and the contribution of each to ROA for 2004

and 2003.

NEE INEEIEST IMCOMIE 1ttt e e e ettt e e et e e et e e et et eeraeeaeananan s
Loan loss provision ..........
Trust fees ..oovvivviiiciecneenn,
Deposit service fees
Other fees.............

Security gains ......ccoceeereennnn.
Gain on debt extinguishment ...
Gains on sale of other assets

Total NON-INTEIESt INCOMEB . L.uu it et et e r e e e e e erneen
Employee expense...............
Occupancy and equipment ...
Other non-interest expense...
AMOrtization Of INTaNEIDIES. ... it ir i et e e e e e e e e e e

BE0 = 1l oL a B ) T =) L= T P ORISR
Income tax expense

= a1t 101 OO PPR

J T e 1Yt =1 £ OO P SO PP

2004 2003
% of % of
Average Average
Assets Assets
$ 45,705 3.33% $ 43,077 3.76%
300 0.02 (350) (0.03)
4,027 0.29 3,623 0.32
7,076 0.52 5,754 0.50
6,291 0.46 4,614 0.40
1,581 0.12 1,395 0.12
963 0.07 1,127 0.10
570 0.04
(102) (0.01) 292 0.03
20,406 1.49 16,805 1.47
(22,888) (1.867) (20,091) (1.75)
(6,036) (0.44) (5,149)  (0.45)
(14,742) (1.08) (12,281) (1.07)
(402) (0.03)
(44,068) (3.21) (37,521) (3.28)
(5,322) (0.39) (4,826) (0.42)
$ 17,021 1.24% $ 17,185 1.50%
$1,371,227 $1,145,407

The merger with Sun has a material impact on Omega’s 2004 results. In order to properly analyze 2004, management has identified
the effects on earnings caused by the addition of Sun on October 1, 2004. Table 6 puts forth the approximate effect of Sun’s former
operations and the gains realized from the restructure of Sun’s balance sheet. Sun’s contribution to net income for 2004 was estimated to

be $2,475,000.
Table 6
Omega Financial Corporation Income Statement Analysis
(In thousands)
Estimated Estimated
Contribution to Contribution to Omega 2004  Omega 2003
2004 Results 2004 Results Consolidated Consolidated
from Pre-Merger from Former Income Income
Omega Operations Sun Operations Statement Statement Variance
Total interest iNCOME . ...ttt e iie $52,415 $9,956 $62,371 $56,783 $5,588
Total INterest eXpense ..o 12,238 4,429 16,667 13,706 2,961
Net interest INCOME ....oiiiiiiiiiiee e e 40,177 5,527 45,704 43,077 2,627
Provision (credit) for 10an 10SS8S ...c.oooviviiiiiiin i (300) — (300) 350 (650)
Service fee and other operating income..........cccoceeiviiiiiinnnnins 15,840 3,134 18,974 15,386 3,588
Net gains on sales of assets and
early extinguishment of debt ... 331 1,100 1,431 1,419 12
Total non-interest INCOME. oo 16,171 4,234 20,405 16,805 3,600
Salaries and employee benefits......ccccocviiiiiiiii 19,654 3,234 22,888 20,091 2,797
Other operating eXpense ........coovvieviiviriiniiiircreeeerereereviier s 17,899 3,279 21,178 17,430 3,748
Total non-interest exXpense........ccccvviieiiiiiiii e 37,553 6,513 44,066 37,521 6,545
Income befare tax ..o 19,095 3,248 22,343 22,011 332
Provision for federal inCOMe taX........ocooiiiiviiiniiiinii 4,549 773 5,322 4,826 496
NEE INCOME . .ui ittt e e $14,546 $2,475 $17,021 $17,185 $ (164)




Key Ratio Schedule (in %)

2004 2003 2002 2001 2000

Return on

average assets ....... 1.24% 1.50% 1.58% 1.56% 1.59%
Return on average

stated equity.......... 8.89% 10.32% 11.32% 11.50% 11.13%
Return on average

tangible equity ....... 11.84% 10.32% 11.32% 11.50% 11.13%
Yield on

earning assets........ 5.06% 5.36% 6.10% 7.19% 7.64%
Cost of funds ............ 1.35% 1.29% 181% 292% 3.09%
Net interest

margin ....ccoecvveee.e.. 371% 4.07% 4.28% 4.27% 4.55%
Net interest

income to

average assets ....... 1.38% 1.34% 1.26% 1.14% 1.10%
Expenses to

average assets ....... 3.22% 3.28% 3.15% 3.11% 3.19%

The key factors that defined the 2004 results are as follows:
® Acquisition of Sun
o Lower rate environment, reduced net interest margin
o Higher service-based fee income
o Reduced gains on sale of securities and loans, offset by gain on
debt restructuring
o Other non-interest income growth
o Ongoing expense control

Net Interest Income

Net interest income is the amount by which interest income
on earning assets exceeds interest expense on interest bearing lia-
bilities. Net interest income is the most significant component of
revenue, comprising approximately 69% of total revenues for 2004.
Net interest margin is the percentage of net return on average earn-
ing assets and provides a measure of comparability of a financial
institution’s performance. Because some interest earning assets are
tax-exempt, an adjustment is made for analytical purposes to place
all assets on a fully tax-equivalent basis.

Both net interest income and net interest margin are impacted
by interest rate changes, changes in the relationships between vari-
ous rates and changes in the composition of the average balance
sheet. Additionally, product pricing, product mix and customer
preferences dictate the composition of the balance sheet and the
resulting net interest income, Table 7 (located on pages 18-19) shows
average asset and liability balances, average interest rates and inter-
est income and expense for the period 2002 to 2004. In addition, it
shows the changes attributable to the volume and rate components
of net interest income.

Total average loans were $926,102,000 in 2004 at an aver-
age weighted yield of 5.77% that produced $53,396,000 in interest
income. This represented a $136,166,000, or 17.2%, increase in aver-
age loan volumes from 2003. The yield decreased 27 basis points
to 5.77% from 6.04% in 2003 resulting in a decrease of $2,247,000

]

in interest income, while mix and volume changes increased inter-
est income $7,933,000 when compared to 2003. The combina-
tion of these rate, volume and mix effects resulted in an increase
of $5,686,000, or 11.9% in total loan interest. The 27 basis point
decrease in loan yields in 2004 is largely attributable to custom-
ers still refinancing from higher rate loans. However, the decrease
in the loan yields has slowed considerably from the decrease of 78
basis points in 2003. Rates rose in 2004 and the Federal Reserve's
recent signals indicate that further rate increases are likely.

Investment securities averaged $261,628,000, an increase of
$21,319,000, or 8.9% from the average investment securities in 2003,
The average weighted yield decreased to 3.22% from 3.65% in 2003.
Interest bearing deposits and federal funds sold, as a group on aver-
age, increased 47.0%, or $13,798,000. These monies were accumu-
lated during the fourth quarter to support the early extinguishment
of Sun’s long-term Federal Home Loan Bank debt.

Total interest earning assets averaged $1,230,913,000 at a yield
of 5.07% and produced total interest income of $62,371,000 for
2004. The net increase in average earning assets of $171,283,000 in
2004 over 2003 was primarily the result of the Sun acquisition. The
yield decreased by 29 basis points to 53.07% in 2004. Lower yields
caused a reduction of $3,362,000, or 5.92%, in interest income while
volume and mix changes increased it $8,950,000 or 15.78%.

Total interest bearing liabilities averaged $997,509,000 at a cost
of $16,666,000 carrying a composite rate of 1.67%. This represented
an increase in interest bearing labilities of 21.5%, or $176,769,000
from 2003. The composite rate was the same as 2003. Interest expense
decreased $252,000 due to lower rates and increased $3,212,000
due to volume and mix changes. These changes resulted in a total
increase of $2,960,000, or 21.6%, in interest expense. Once again
the Sun acquisition was the key factor, accounting for $927,401,000
in additional interest bearing liabilities when the merger was con-
summated and averaged approximately $183,000,000 for the year.

Non-interest bearing funding sources, including equity, aver-
aged $373,718,000 in 2004, compared to $324,667,000 in 2003, for
an increase of $49,051,000, or 15.1%. This increase was the result of
demand deposits acquired and the increased equity from the stock
issued to consummate the Sun merger. The rate to fund interest
bearing assets increased by 6 basis points to 1.35% in 2004 from
1.29% in 2003. This was the result of a lower percentage of the earn-
ing assets being funded by non-interest bearing funding sources
(computed by dividing the total interest expense by the total average
earning assets). For 2004 this ratio was 30.4%; in 2003 it was 30.6%

Net interest income was $45,705,000 for 2004, an increase of
$2,628,000, or 6.1%, from 2003. The increase in net interest income
was the result of a decrease of $3,110,000 due to interest rate effects
and an increase of $5,738,000 due to volume and mix changes.
Net yield was 3.71% in 2004 and 4.07% in 2003. On a fully tax-
equivalent basis, the net yield decreased from 4.32% in 2003 to
3.92% in 2004.
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Table 7
Average Balance Sheets and Net Interest Income Analysis
(In thousands)

2004
Average Yield/
Batance® Interest Rate
ASSETS
Interest earning assets:
R o LT 2L P PRSP $ 876,317 $51,077 5.83%
R =Y ] e o) oY= o - P PP UU TSRS 49,785 2,318 4.66
L] €= 1 o= 1O T U SO PP PRI PPR 926,102 53,396 5.77
TaXaD 8 TNV MMt SO U IR 1o .t i ei i ret e s et e et e et e e et e e et e e et n et et e e e e neaepenaanes 176,061 6,033 3.43
Tax-exempt investment securities 85,567 2,385 2,79
L T o Y Y o U] 1AL SO TS U RUOTOIUPPPTIN 261,628 8,418 3.22
Interest bearing deposits ........ccccccovivvrininiiiiniiins 22,680 311 1.37
R Ta L I VT aTu LYo o F U SO PRSP 20,503 246 1.20
B Le) e Y = T A= T Y o - PO 1,230,913 62,371 5.07
Non-interest earning assets:
Cash and due from banks 37,607
Allowance for loan losses (12,507)
Premises and equipment........cccoivieiniinincin, 20,446
(043 LT TS 1L S T PO PP P O PO 94,768
R 13121 £ OO TO NPT $1,371,227
LIABILITIES AND SHAREHOLDERS’ EQUITY
Interest bearing liabilities:
Interest bearing demand deposits® . $ 343,527 1,621 0.47
Savings depoSits .....cc.vvviiiiiiieiii 159,776 963 0.60
T8 QO POSIES vttt vttt ee et e oo oo et e et e e et e e e bbbt et b e e e e an et r e e e e e et e ae 389,206 10,380 2.67
Other, including short-term borrowings, long-term debt,
and other interest Dearing labilITIES ... i i i ettt et et e ae e et e re e ras kbt e aeae aranantiasaaaatanans 105,000 3,702 3.53
Total interest DEAriNg HabilitiEs cuovu it e e e e et re e et e e e et e e e e n et e r e e e 997,509 16,666 1.67
Non-interest bearing liabilities:
DEMANG AEPOSITS L. iiiieie ettt e e e et e e e et e ettt et a b e e e e e bbb 172,721
[ 1T ORI ORUPTRTS 9,485
SNAIENOIAEIS" EQUILY - eetter ittt e tr e ettt e e e et e et t et e e e b oe e e e ea e et eee e b bet s 2 e aaer e et i aaeeaaaeacaces 191,512
Total liabilities and Shareholders’ EQUILY .....c.cciuriirtiiiiee it cei et e s e e e e e aireeean $1,371,227
N INEEIEST INMCOMIE e i it ettt ettt ettt o s e e e e e e e et e et e e e e e e e et e et eb et eeeeeee s erraaad s $45,705
Net yield on interest Barming @S s e 3.71%
Net interest income and yield—tax equivalent basis™ ... $48,238 3.92%

Notes:

1)
2
3)
4)

pad

8)
&)
7,

i)
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Average balances were calculated using a daily average.
includes NOW, money management and money market accounts.
Net yield on interest earning assets is net interest income divided by average interest earning assets.

interest on obligations of states and municipalities is not subject to federal income tax. In order to make the net yield comparable on a fully taxable basis, a tax equivalent adjustment is applied

against the tax-exempt income utilizing a federal tax rate of 35%.
Non-accruing loans and investments are included in the above table until they are charged off.

The change in interest due to rate and volume has been allocated to volume and rate changes in proportion to the relationship of the absolute dollar amounts of the change in each.

Includes gross unrealized gains on securities available for sale: $6,194 in 2004, $10,287 in 2003 and $8,614 in 2002,




Table 7
Average Balance Sheets and Net Interest Income Analysis
(In thousands)

Years Ended December 31,

2003 2002 2004 Compared to 2003 2003 Compared to 2002
Average Yield/ Average Yield/ Increase (Decrease) Due To® Increase (Decrease) Due To'®
Balance® Interest Rate Balance™ Interest Rate Volume Rate Total Volume Rate Total

$ 745,132 $45852 6.15% $ 730,272 $50,948 6.98% $7.714  $(2,489) $5,225 $1,026 $(6,122) $(5,096)

44,804 1,858 4.15 45,570 1,947 4.27 219 242 461 (33) (56} (89)
789,936 47,710 6.04 775,842 52,895 6.82 7,933 (2,247) 5,686 993 (6,178} (5,185)
142,567 5,650 3.96 168,671 7,816 4.63 1,207 (824) 383 (1,120) (1,046) (2,166)

97,742 3,115 3.19 95,875 3,867 4.03 (364) (366) (730) 73 (825) (752)
240,309 8,765 3.65 264,546 11,683 4.42 843 (1,190) (347) (1,047) (1,871) {2,918)

10,252 103 1.00 11,976 177 1.48 159 49 208 (23) (51) (74)

19,133 205 1.07 13,057 205 1.57 15 26 41 77 (77} 0

1,059,630 56,783 5.36 1,065,421 64,560 6.10 8,950 (3,362) 5,588 0 (8,177) (8,177)

30,350 30,729
(10,911) (11,343)

14,556 15,130

51,782 49,873

$1,145,407 $1,149,810

$ 287,130 1,428 0.50 $ 269,610 1,970 0.73 280 (87) 193 119 (661) (542)
130,125 1,127 0.87 118,329 1,441 1.22 228 (392) (164) 133 (447) (314)
348,638 9,784 2.81 394,710 14,366 3.64 1,101 (505) 596 (1,551) (3,031) (4,582)

54,847 1,367 2.49 56,779 1,546 2.77 1,603 732 2,335 (26) (153) (179)
820,740 13,706 1.67 838,428 19,323 2.30 3,212 (252) 2,960 (1,325) (4,292) (5,617)
147,285 138,403

10,913 12,428
166,469 160,551

$1,145,407 $1,149,810
$43,077 $45,637 $5,738  $(3,110) $2,628 $1,325 $(3,885) $(2,560)
4.07% 4.28%
$45,755 4.32% $48,768 4.58%
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Provision for Loan Losses

Omega’s provision for loan losses is determined as a result of
changes in the adequacy level of the allowance for loan loss reserve.
In 2004, Omega credited its provision for $300,000 as compared to
charging the provision for $350,000 in 2003, a decrease of $650,000
or 185.7%. The reduction in the provision reflects the improvement
in the Watch List loans and non-performing loans during the year,
as the larger commercial credits were in the early stages of their loss
migration cycle and required lower allocations. In 2004, net charge-
offs exceeded the provision for loan losses by $3,839,000, while in
2003 the net charge-offs exceeded the provision by $483,000. Credit
quality is a high priority for Omega as evidenced by its low ratios of
net charge-offs to average loans outstanding and non-performing
loans to the loan loss allowance. Net charge-offs in 2004 and 2003
were .38% and .11% of average loans outstanding, respectively.
Non-performing loans as a ratio to the allowance for loan losses
were 44.6% at year-end 2004 and 32.3% at the end of 2003. The
allowance for loan losses as a ratio to net loans was 1.18% and
1.34% at December 31, 2004 and 2003, respectively.

Non-Interest Income

Omega remains committed to continually increasing customer
satisfaction and expanding existing customer relationships by deliv-
ering popular services conveniently. This commitment is affirmed
by the continued increase in income from traditional bank services.
In 2002, 2003 and 2004, 16.3%, 19.0% and 21.0% of total revenues,
respectively, was derived from service-based fee income. We believe
that our advanced front line delivery systems, our interactive web
site with on-line banking, our customer information center, our
broad menu of investment products and our extensive employee
training programs have all contributed to the satisfaction of our
customer base. Technology advances that allow us to be better and
more quickly informed about our clients help us be responsive to
their financial needs with personalized service and well-designed
products. Service-based fee income (fees on deposits, loans, trust
services, investment and insurance products and other services)
grew to $17,394,000 during 2004, for a 24.3% or $3,403,000 increase
when compared to $13,991,000 for 2003. The majority of this
increase was the result of the Sun acquisition.

Bank-owned life insurance (BOLI) continues to generate non-
interest income each year as the cash surrender value increases.
BOLI earnings were $1,581,000 in 2004, as compared to $1,395,000
in 2003.

As a percentage of average assets, non-interest income (exclud-
ing securities gains, gain on debt extinguishment and other gains
from the sale of assets) was 1.38% for 2004, as compared to 1.34%
in 2003.

In 2004, net gains from investment securities decreased by
$164,000, or 14.6% to $963,000, which includes a gain of $652,000
related to the sale of $116 million of investments acquired from Sun,
the proceeds of which were utilized to repay a portion of the Sun
debt discussed below. Management considers multiple factors when
selling investment securities; therefore, income from this activity
can fluctuate dramatically from year to year. Omega generally sells
only equity securities that have appreciated in value since their pur-
chase. Primarily, equity securities are considered for sale when
there is market appreciation available, when there is no longer a
business reason to hold the stock or if securities gains are desired to
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supplement earnings. Occasionally, a loss may be recognized on
debt and equity securities if permanent impairment is deemed to
have occurred.

Likewise, other gains or losses can be realized in a given year
based upon unique circumstances. Management is committed to
controlling rate risk and occasionally will sell longer term fixed-rate
assets to reposition the balance when the rate risk analysis war-
rants it. During the fourth quarter, Omega paid down $171,000,000
of Federal Home Loan Bank Debt that was acquired in the Sun
merger. This resulted in a gain of $570,000 due to favorable rate
movements after the merger was closed. Net losses of $102,000
on other assets sold were realized in 2004 as compared to a gain of
$292,000 in 2003.

Non-Interest Expense

In order to optimize earnings, Omega’s management strives
to minimize operating expense. Total non-interest expenses were
$44,068,000 for 2004 as compared to $37,521,000 for 2003, repre-
senting an increase of $6,547,000, or 17.4%. Management estimates
that Sun contributed most of this increase—$6,123,000 or 93.5%.
As a percentage of average assets, non-interest expense was 3.22%
for 2004 as compared to 3.28% in 2003.

Salaries and employee benefits increased by 13.9%, or
$2,797,0001in 2004 as compared to 2003. Salary and related employee
benefits related to Sun employees that were retained accounted
for $3,234,000 of this increase, which was offset by a $437,000
reduction in salaries and benefits prior to the merger.

Occupancy and equipment increased by $887,000, or 17.2%,
driven primarily by the addition of Sun’s 23 branches and its admin-
istration center. Data processing costs were $1,839,000 for the year
representing a $166,000 or 9.92% increase. Shares tax also increased
$166,000 to $1,705,000 representing a 10.8% increase. These
increases can primarily be attributed to the former Sun’s operations
during the fourth quarter. Other expenses were $11,198,000 for an
increase of $2,139,000 or 23.6%, primarily due to the additional
operations acquired.

Amortization of intangible assets was $402,000 in 2004 as
compared to $10,000 in 2003. Omega booked a core deposit
intangible in the amount of $14,210,000 (preliminary estimate at
December 31, 2004) and other intangibles of $2,866,000 as a result
of acquiring Sun. These are being amortized over various periods.
The amortized cost for the year on these intangibles was $390,000.

Income Taxes

Income tax expense for 2004 amounted to $5,322,000 com-
pared to $4,826,000 in 2003. The effective tax rate was 23.8% in
2004 versus 21.9% in 2003, due to Omega’s tax favored income
being lower in 2004 as compared to 2003. This was the result of the
$19,346,000 in penalties paid to the Federal Home Loan Bank for
the early extinguishment of debt being treated as interest expense
for tax purposes when determining the TEFRA disallowance that is
used to reduce the tax free income. Additionally, in 2003, an adjust-
ment to tax expense was recorded to reverse a deferred tax liability
no longer necessary. Average tax-exempt investments and loans as
a percentage of average assets were 9.9%, 12.4% and 12.3% in 2004,
2003 and 2002, respectively. Tax-exempt income as a percentage of
income before tax was 21.1%, 22.6% and 24.4% in 2004, 2003 and
2002, respectively. See Note 15 of Notes to Consolidated Financial
Statements for further information on income taxes.




Net Income

For comparative purposes, the following table sets forth earnings (in thousands of dollars) and selected earnings ratios for the past

three years.

N N COME i e e e

Return on average assets ........cccceceveeiiiiiiieinennn
Return on average equity................
Return on average tangible equity

2003 Financial Performance Overview

2004 2003 2002
................................................ $17,021 $17,185 $18,179
1.24% 1.50% 1.58%
8.89% 10.32% 11.32%
11.84% 10.32% 11.32%

At $17,185,000, Omega’s net income for 2003 represented a return on average assets (ROA) of 1.50%. Although ROA decreased 5.0%
from 2002, it was the Corporation’s eighth consecutive year of achieving ROA levels of 1.50% or greater.
Summarized below are the components of net income (in thousands of dollars) and the contribution of each to return on assets for

2003 and 2002.

Net INTEIrEST INCOME oottt et e

Loan loss provision ....
Trust fees ......covvvvnne.
Deposit service fees...

(671 T= g (T OO PSPPI

Security gains
Gains on sale of other assets

Total NoN-iNTerest INCOMEB.....ooii i e
EMpIOYEE BXPBMSE . vutt e ettt e e e e e e
Occupancy and eqQUIDMENT ....ciir e e et e e a e e
Other non-interest EXPense......cooveiiiiiiiin s

Total NON-INEEIBST BXPEMSE . .u i iiieiieieeieiie it e e e e e e e r v e s
INCOME 1AX BXPEINSE . oottt e et e e e et e e s e e eb e ar e eraaaas

B IO ittt e e

AVEIAEE B8RS «ou it ittt ce e e e e e e

The key factors that defined the 2003 results are as follows:
o Lower rate environment, reduced net interest margin
o Increasing service-based fee income
° Increased gains on sale of securities and loans
o Other non-interest income growth
o Ongoing expense control

Assets were $1,140,166,000 at December 31, 2003, represent-
ing a $14,391,000, or 1.2%, decrease from year-end 2002. Loans
(net of unearned interest) were $788,144,000 at December 31, 2003
compared to $779,819,000 at December 31, 2002, an increase of
1.1%, or $8,325,000. Deposits decreased by $11,675,000, or 1.3%, at
December 31, 2003 when compared to December 31, 2002.

Return on average equity (ROE) decreased from 11.32% in
2002 to 10.32% in 2003, while return on average assets decreased
to 1.50% from 1.58% in 2002. Omega’s peer group, consisting of all
banks headquartered in Pennsylvania with consolidated assets of
$1 billion to $5 billion, reported return on average equity of 14.66%
and return on average assets of 1.34%.

2003 2002

% of % of
Average Average
Assets Assets
....................... $ 43,077 3.76% $ 45,637 3.97%
(350) (0.03) (630}  (0.05)
3,623 0.32 3,585 0.31
5,754 0.50 5,099 0.44
....................... 4,614 0.40 4,342 0.38
....................... 1,395 0.12 1,523 0.13
1,127 0.10 412 0.04
292 0.03 73 0.01
....................... 16,805 1.47 15,034 1.31
....................... (20,091) (1.75) (19,753 (1.72)
....................... (5,149) (0.45) (4,864) (0.42)
....................... (12,281) (1.07) (11,595) (1.01)
....................... (37,521) (3.28) (36,212 (3.15)
....................... (4,826) (0.42) (5,6560) (0.49)
....................... $ 17,185 1.50% $ 18,179 1.58%

....................... $1,145,407 $1,149,810

Net Interest Income

Net interest income, the greatest component of revenue, com-
prised approximately 59% of total revenues for 2003. As with the
discussion section on 2004 Net Interest Income, all assets are
stated on a fully tax-equivalent basis. Table 7 (located on pages
18-19) shows average asset and liability balances, average interest
rates and interest income and expense for the period 2002 to 2004.
In addition, it shows the changes attributable to the volume and rate
components of net interest income.

Total average loans were $789,936,000 in 2003 at an aver-
age weighted yield of 6.04% that produced $47,710,000 in interest
income. This represented a $14,094,000, or 1.8%, increase in aver-
age loan volumes from 2002. The yield decreased 78 basis points to
6.04% from 6.82% in 2002 resulting in a decrease of $6,178,000 in
interest income, while mix and volume changes increased interest
income $993,000 when compared to 2002. The combination of these
rate, volume and mix effects resulted in a decrease of $5,185,000, or
9.8% in total loan interest. One of the principal reasons for the 78
basis point decrease in loan yields in 2003 is that in the lower rate
environment during 2003, variable rate commercial loans increased
$50,285,000 on average, while fixed rate commercial loans decreased
on average by $28,142,000, when compared to 2002.
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Investment securities averaged $240,309,000, a decrease of
$24,237,000, or 9.2% from the average investment securities in
2002. The average weighted yield decreased to 3.65% from 4.42%
in 2002. Interest bearing deposits and federal funds sold, as a group
on average, increased a total of 17.4%, or $4,352,000. These monies
were used to support the loan demand.

Total interest earning assets averaged $1,059,630,000 at a yield
of 5.36% and produced total interest income of $56,783,000 for
2003. The net decrease in average earning assets of $5,791,000 in
2003 over 2002 was a result of lower deposits. The yield decreased
by 74 basis points to 5.36% in 2003. On a fully tax-equivalent basis,
yield on earning assets decreased by 79 basis points to 5.61%. Lower
yields caused the full reduction of $8,177,000, or 12.6%, in interest
income. On a fully tax-equivalent basis, interest income decreased
by $8,630,000, or 12.7%.

Total interest bearing liabilities averaged $820,740,000 at a cost
of $13,706,000 carrying a composite rate of 1.67%. This represented
a decrease in interest bearing liabilities of 2.1%, or $17,688,000 from
2002. The composite rate decreased by 63 basis points in 2003, from
2.30% in 2002. Interest expense decreased $4,292,000 due to lower
rates and decreased $1,325,000 due to volume and mix changes.
These changes resulted in a total decrease of $5,617,000, or 29.1%,
in interest expense. The most significant change in liabilities was
the decrease in time deposits of $46,072,000, or 11.7% and the
increase in core deposits of $38,198,000. Management believes that
many consumers had once again decided to move their deposits to
more liquid vehicles, as was the case in 2001.

Non-interest bearing funding sources, including equity, aver-
aged $324,667,000 in 2003, compared to $311,382,000 in 2002, for
an increase of $13,285,000, or 4.3%. Most of the increase was attrib-
uted to non-interest bearing demand deposit balances. The increase
in non-interest bearing funding sources resulted in a decrease of 53
basis points in the rate to fund interest-earning assets (computed
by dividing the total interest expense by the total average earning
assets) to 1.29% in 2003 from 2.82% in 2002.

Net interest income was $43,077,000 for 2003, a decrease of
$2,560,000, or 3.6%, from 2002. The decrease in net interest income
was the result of a decrease of $3,885,000 due to interest rate effects
and an increase of $325,000 due to volume and mix changes.
Net yield was 4.07% in 2003 and 4.28% in 2002. On a fully tax-
equivalent basis, the net vield decreased from 4.58% to 4.32%
in 2003.
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Provision for Loan Losses

The charge to earnings for the provision for loan losses was
$350,000 in 2003 and $630,000 in 2002, a decrease of $280,000
or 44.4%. This reduction reflects the improvement in the Watch
List loans and non-performing loans during the year. In 2003, net
charge-offs exceeded the provision for loan losses by $483,000, while
in 2002 the net charge-offs exceeded the provision by $172,000. The
low ratios of net charge-offs to average loans outstanding and non-
performing loans to the loan loss allowance testify to the impor-
tance of credit quality to Omega’s profitability. Net charge-offs in
2003 and 2002 were .11% and .10%, respectively, of average loans
outstanding. Non-performing loans as a ratio to the allowance for
loan losses were 32.3% at year-end 2003 and 33.9% at the end of
2002. The allowance for loan losses as a ratio to net loans was 1.34%
and 1.42% at December 31, 2003 and 2002, respectively.

Non-Interest Income

Service-based fee income (fees on deposits, loans, trust ser-
vices, investment and insurance products and other services) grew
to $13,991,000 during 2003 for a 7.4% or $965,000 increase when
compared to $13,026,000 for 2002. New products should be well
received and further increase fee income in future years.

Bank-owned life insurance (BOLI) continues to generate non-
interest income each year as the cash surrender value increases.
BOLI earnings were $1,395,000 in 2003, as compared to $1,523,000
in 2002.

As a percentage of average assets, non-interest income (exclud-
ing securities gains and other gains from the sale of assets) was
1.34% for 2003, as compared to 1.26% in 2002,

In 2003, net gains from investment securities increased by
$715,000, or 173.5% to $1,127,000. Gains or losses can be realized
in a given year based upon unique circumstances. For example,
in 2003 management made a decision to sell a block of mortgage
loans in order to reduce interest rate risk within the balance sheet.
Book value of the loans on the dates of the sale in June of 2003
was $10,148,000, producing a gain of $268,000. Small sales of other
assets during 2003 brought the total gain on the sale of loans and
other assets to $292,000. In 2002, gains on the sale of loans and
other assets were only $73,000.

In total, net gains realized on the sale of investment securities,
loans and other assets were $1,419,000 in 2003 versus $485,000 in
2002, resulting in an increase in non-interest income of $934,000, or
193.0%. These net gains represented .13% of average assets in 2003,
as compared to .05% in 2002,




Non-Interest Expense

Total non-interest expenses were $37,521,000 for 2003 as
compared to $36,212,000 for 2002, representing an increase of
$1,309,000, or 3.6%.

Salaries and employee benefits increased by 1.7%, or $338,000
in 2003 as compared to 2002. Omega was able to reduce the number
of average full time equivalent employees during the year by 0.6%.
Omega employed one employee for every $2,314,000 in average
assets in 2003, versus $2,311,000 of average assets in 2002.

Occupancy and equipment increased by $285,000, or 5.9%,
driven primarily by depreciation for technology improvements,
as well as increased costs for utilities, real estate taxes, building
maintenance and equipment depreciation. All other non-interest
expenses of $12,281,000 increased in total by $686,000, or 5.9% in
2003 as compared to 2002. The increase was related to accelerated
amortization of $802,000 recorded on investments in limited part-
nership low-income housing projects, due to declines in estimated
residual values. The remainder of the increase in other non-interest
expense reflected costs associated with supporting new revenue-
generating services. Excluding the accelerated amortization, other
non-interest expense decreased by $116,000, or 1.0%.

As a percentage of average assets, non-interest expense was
3.28% for 2003 as compared to 3.15% in 2002.

R |

Income Taxes

Income tax expense for 2003 amounted to $4,826,000 com-
pared to $5,650,000 in 2002. The effective tax rate was 21.9% in
2003 versus 23.7% in 2002. The improvement in 2003 was primar-
ily due to the tax benefit received by the Corporation pursuant to
IRS Code Section 404 (k) as amended by the Economic Growth and
Tax Relief Reconciliation Act of 2001. This allows Omega to deduct
cash dividends paid on employer stock held by the Employee Stock
Ownership Plan (ESOP). Additionally, in 2003, an adjustment
to tax expense was recorded to reverse a deferred tax liability no
longer necessary.

Omega’s level of average tax-exempt investments and average
tax-exempt loans increased in 2003 by 0.8% or $1,101,000, decreas-
ing the federal tax rate by 7.2%, as compared to 2002, when the tax
rate was decreased by 7.4% as a result of tax-exempt assets. Average
tax-exempt investments and loans as a percentage of average assets
were 12.4%, 12.3% and 11.5% in 2003, 2002 and 2001, respectively.
Tax-exempt income as a percentage of income before tax was 22.6%,
24.4% and 24.7% in 2003, 2002 and 2001, respectively. See Note 15
of Notes to Consolidated Financial Statements for further informa-
tion on income taxes.

Net Income

For comparative purposes, the following table sets forth earn-
ings (in thousands of dollars) and certain earnings ratios for the
past three years.

2003 2002 2001
Net income.......c.ccoeeieiiiiininne $17,185 $18,179 $17,655
Return on average assets ........ 1.50% 1.58% 1.56%
Return on average equity......... 10.32% 11.32% 11.50%
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REPCRT ON MANAGEMENT'S ASSESSMENT OF

INTERNAL CONTROL

OVER FINANCIAL REPORTING

Omega Financial Corporation’s (Omega) management is
responsible for establishing and maintaining effective inter-
nal control over financial reporting that is designed to produce
reliable financial statements in conformity with United States
generally accepted accounting principles. The system of internal
control over financial reporting as it relates to the financial state-
ments is evaluated for effectiveness by management and tested for
reliability. Actions are taken to correct potential deficiencies as they
are identified. Any system of internal control, no matter how well
designed, has inherent limitations, including the possibility that a
control can be circumvented or overridden and misstatements due
to error or fraud may occur and not be detected. Also, because of
changes in conditions, internal control effectiveness may vary
over time. Accordingly, even an effective system of internal con-
trol will provide only reasonable assurance with respect to financial
statement preparation.

Management assessed the effectiveness of Omega’s internal
control over financial reporting as of December 31, 2004, in rela-
tion to criteria for effective internal control over financial report-
ing as described in “Internal Control—Integrated Framework,”
issued by the Committee of Sponsoring Organizations of the
Treadway Commission. This assessment did not include internal
control over financial reporting related to Sun Bancorp, Inc., which
Omega acquired on October 1, 2004. Total assets and net assets
from the former Sun Bancorp, Inc. approximated $959,000,000 and
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$146,000,000, respectively, at December 31, 2004. Additionally, net
interest income and net income of the acquired operations of Sun
Bancorp, Inc. were approximately $5,527,000 and $2,475,000, respec-
tively, from October 1, 2004 through December 31, 2004. Based on
this assessment, management concluded that, as of December 31,
2004, its system of internal control over financial reporting was
effective to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for
external reporting purposes in accordance with generally accepted
accounting principles.

Ernst & Young LLP, independent registered public accounting
firm, has audited the consolidated financial statements included in
this annual report and has issued an audit report on management'’s
assessment of Omega’s internal control over financial reporting.

David B. Lee Daniel L. Warfel
Chairman and Executive Vice President
Chief Executive Officer and Chief Financial Officer

State College, PA
March 11, 2005




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

ON EFFECTIVENESS OF

The Board of Directors and Shareholders
of Omega Financial Corporation

We have audited management’s assessment, included in
the accompanying Report of Management’'s Assessment of
Internal Control Over Financial Reporting that Omega Financial
Corporation maintained effective internal control over financial
reporting as of December 31, 2004, based on criteria established in
Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (the
COSO criteria). Omega Financial Corporation’s management is
responsible for maintaining effective internal control over finan-
cial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsibility is to express an
opinion on management’s assessment and an opinion on the effec-
tiveness of the company’s internal control over financial reporting
based on our audit. _

We conducted our audit in accordance with the standards of
the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal con-
trol over financial reporting was maintained in all material respects.
Our audit included obtaining an understanding of internal control
over financial reporting, evaluating management’s assessment, test-
ing and evaluating the design and operating effectiveness of inter-
nal control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

Acompany’sinternal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted account-
ing principles. A company’s internal control over financial report-
ing includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are

INTERNAL CONTROL OVER FINANCIAL REPORTING

recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of
the company; and (3) provide reasonable assurance regarding pre-
vention or timely detection of unauthorized acquisition, use, or dis-
position of the company’s assets that could have a material effect on
the financial statements.

Because of its inherent limitations, internal control over finan-
cial reporting may not prevent or detect misstatements. Also, projec-
tions of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes
in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

In our opinion, management’s assessment that Omega
Financial Corporation maintained effective internal control over
financial reporting as of December 31, 2004 is fairly stated, in
all material respects, based on the COSO criteria. Also, in our
opinion, Omega Financial Corporation maintained, in all material
respects, effective internal control over financial reporting as of
December 31, 2004 based on the COSO criteria.

We also have audited, in accordance with the standards of
the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of Omega Financial Corporation
as of December 31, 2004 and 2003, and the related consolidated
statements of income, shareholders’ equity, and cash flows for
each of the three years in the period ended December 31, 2004 of
Omega Financial Corporation and our report dated March 15, 2005
expressed an unqualified opinion thereon.

é/vmt 4 LLP

Pittsburgh, Pennsylvania
March 15, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON CONSOLIDATED FINANCIAL STATEMENTS

The Shareholders and Board of Directors
Omega Financial Corporation

We have audited the accompanying consolidated balance
sheets of Omega Financial Corporation (Omega) as of December 31,
2004 and 2003, and the related consolidated statements of income,
changes in shareholders” equity, and cash flows for each of the three
years in the period ended December 31, 2004. These financial state-
ments are the responsibility of Omega’s management. Our respon-
sibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with the standards of
the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by man-
agement, as well as evaluating the overall financial statement pre-
sentation. We believe that our audits provide a reasonable basis for
our opinion.
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In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated finan-
cial position of Omega Financial Corporation and subsidiaries at
December 31, 2004 and 2003, and the consolidated results of their
operations and their cash flows for each of the three years in the
period ended December 31, 2004, in conformity with U.S. generally
accepted accounting principles.

We also have audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States), the
effectiveness of Omega Financial Corporation’s internal control
over financial reporting as of December 31, 2004, based on crite-
ria established in Internal Control—Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway
Commission and our report dated March 15, 2005, expressed an

unqualified opinion thereon.
é/vmt o MLL?

Pittsburgh, Pennsylvania
March 15, 2005




Omega Financial Corporation and Subsidiaries

CONSOLIDATED BALANCE SHEETS

(In thousands, except share data)

December 31,

2004 2003

ASSETS
Cash and dUE FrOM DaNKS.......ooier e e et e e e e e aians $ 47,877 $ 32,420
Interest bearing deposits with other Danks ... 31,122 10,682
Federal fTUNAS SOOI .oouii e e e 36,350 17,850
Investment securities available fOr Sale .. ... 327,979 240,539
Investment in unconsolidated SUDSIIAIY ... e e 1,625 —
L0ans available for SAlE .. ..o 22,515 —
TOtal POIEFOIO [0@NS Lovtt it e e e e et e e e e et e et 1,305,735 788,144
LESS: AlOWANCE fOr 10AN 0SSttt ittt et et s e et e r e r e (15,644) (10,569)
NEt POTTFOHO T0BNS .ooe et e e ettt e e e e 1,290,091 777,575
Premises and eqUIDMENTE, NMET ... e e e et 35,509 14,348
Other 18I BSEATE OWNEA L.ttt e e s 3,082 741
Bank-0WNEA (I8 INMSUIAMCE .. vuu ittt ettt e e et e e e e et e e et a e e st e e st 72,845 37,134
tnvestment in limited Partnerships ..o e et 8,605 —
COre dePOSIT M AN D S 1ottt et 13,927 50
(8 T ) L= o= PPt 2,799 —
OO e e e e e 156,959 —
OB S8 it e 31,286 8,827
O AL AS S E T S ittt et e e et e $2,082,571 $1,140,166
LIABILITIES AND SHAREHOLDERS' EQUITY
Deposits:

NON=IMEBIEST DRAINE ..ottt ittt et e e e e $ 228,408 $ 155,702

Lo e 1T T 7o = S PP 1,273,674 751,878
e 1 [l oo T PP PP TTTUPPI 1,502,082 907,580
R Te R i aa I o To T (oL 1o~ 90,259 33,263
Y O] e [T o) OOt 2,192 2,521
JUNIOr sUBOrdiNated dEDENtUIES. . i i e e e e ar s 57,190 —_
e T (T g o =T o SO P SO SUOUP 99,579 21,600
Other interest bearing liabilifies .....ii i e 854 813
(0] 8T QT o T (=T O PO TP OTRRUPRIN 14,676 6,950
0T AL LU ABILI T E S ittt e e e e et et e e e e st e e et et e e et aias 1,766,832 972,727
Shareholders’ Equity
Preferred stock, par value $5.00 per share:
Authorized—5,000,000 shares, none issued
Common stock, par value $5.00 per share:

Authorized—25,000,000 shares;

|ssued—

12,593,524 shares at December 31, 2004,
10,048,368 shares at December 31, 2003

Outstanding—

12,593,524 shares at December 31, 2004;

8,458,823 shares at December 31, 2003 i 62,968 50,242
CAPITAl SUIPIUS 1. vvvteiittiin it e e st ettt e ettt e et e et sttt oo e e e e e e e e et e et et e et ra b e s 98,370 15,711
RN BN MM ittt eeit et e e e et e et e e e e a e 152,249 146,430
Accumulated other COMPrehEnSIVE INCOME ....uu.. et iiei ettt e e e et e et e ta et e aa bt aeasees e et et anrnens 3,526 5,209
Unearned compensation related to ESOP debt........ciiin i (1,374) (1,624)
Cost of common stock in treasury:

1,589,545 shares at December 31, 2003 .. i — (48,529)
TOTAL SHAREHOLDER S EQUIT Y e e 315,739 167,439
TOTAL LIABILITIES AND SHAREHOLDERS EQUITY it eenr e $2,082,571 $1,140,166

The accompanying nates are an integral part of these statements.
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Omega Financial Corporation and Subsidiaries

CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except share data)

Years Ended December 31,

2004 2003 2002

INTEREST INCOME:
INTErest aNd FEES ON I0ANS . .eeee e e e e e e e e, $53,395 $47,710 $52,895
Interest and dividends on investment securities:

TaXable N IS NGO ittt e e e e et aeaes 5,403 5,195 7,131

Tax-eXEMPTL INTEIEST INCOME . ittt e e e e 2,385 3,115 3,867

DiIVIAENT INCOME .ottt e e e et e 630 455 685
Other INresSt INCOME oot e e e et e e 557 308 382
TOTAL INTEREST INCOME ... ottt e et e e e e e e e e aaaa 62,371 56,783 64,960
INTEREST EXPENSE:
INEEIESt DN A POSIES Luu ittt e et a e 12,964 12,339 17,777
[nterest 0N ShOrt-tEIM DOITOWINES .. .. ittt e ee it e e e e eeren e e e e tirt s eerres e aaeeenaeeeaans 1,302 329 754
Interest on long-term debt and

other interest bearing liabilities......co.oiiiiii e 2,400 1,038 792
TOTAL INTEREST EXPEN SE ..ottt e e et e e, 16,666 13,706 19,323
NET INTEREST INCOME ... . ittt ittt ettt e et e e e e et aaeae s 45,705 43,077 45,637
PrOVISION FOF 108N 1088 1 it ittt et e e e ettt et et e e et e r e e ean (300) 350 630
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES ..., 46,005 42,727 45,007
NON-INTEREST INCOME:
LTS o (=1L T PSSP PP P PPN 4,027 3,623 3,585
Service fees 0n deposit ACCOUNES ... vt 7,076 5,754 5,099
N R (=R e [ I o 1= 1 TSR 1,547 1,351 1,227
Earnings on bank-owned 1ife INSUrANCE . .i.uu it e e e e e e e 1,581 1,395 1,523
Net gains on investment securities

AVAIIADIE FOr SAIE et 963 1,127 412
Gain on the early extinguishment of debt ... s 570 — —
(Loss) gain on sale of 10ans and Other @SSETS ......covivieeriiiii et e er e (102) 292 73
0] 1 T OO 4,744 3,263 3,115
TOTAL NON-INTEREST INCOME ..o i e 20,406 16,805 15,034
NON-INTEREST EXPENSE:
Salaries and employee bBenefits ... 22,888 20,091 19,753
Net OCCUPANCY EXPENSE. ..ottt e 2,790 2,372 2,287
E QU DM BNt BX DS . . i e it eir ettt e et aaaae 3,246 2,777 2,577
DAt PrOCES SN SEIVICE 1 ettniiit ettt et et e e e e et e st e e et e et e eat et e e e aneaaraaees 1,839 1,673 1,740
T A T Y e TG T - O O 1,705 1,539 1,499
Amortization of iINtangible @SSetS.. ... it 402 10 10
04211 RSO PP PPN 11,188 9,059 8,346
TOTAL NON-INTEREST EXPENSE. ... i e e, 44,068 37,521 36,212
INCOME BEFORE INCOME TAXES .. it 22,343 22,011 23,829
NG OMIE LAX BXPEIISE vt ettt ettt e e e ettt e et et e e e e e e e e e e e 5,322 4 826 5,650
NET INCOME ..ottt et et s oottt ee e, $17,021 $17,185 $18,179
EARNINGS PER SHARE
o Ty o O OO PSP PPTTT P $ 179 $ 207 $ 217
DTN T R P U S PPPT 1.78 2.01 2.10
Weighted average shares and equivalents:
S FY o O U PP TS 9,484 8,169 8,189
DTN T SO P P ROPE PPN 9,570 8,524 8,621

The accompanying notes are an integral part of these statements.
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Omega Financial Corporation and Subsidiaries

CONSOLIDATED STATEMENTS OF SHAREHOLDERS'™ EQUITY

(In thousands, except share data)

Years Ended December 31, 2002, 2003 and 2004

Accumulated Cost of
Unearned Other Com- ~ Common
Preferred Compen- Common  Capital  Retained prehensive Stock
Stock sation Stock Surplus  Earnings Income In Treasury Tota!
Balance at December 31, 2001 .........ccoovvvirinn. $5,000 $(2,125) $47,238 $ 7,856 $129,774 $ 4,943 $(36,436) $156,250
Comprehensive income:

Net iNCOMEe.... oot 18,179

Change in unrealized securities gains, net........ 2,300
Total comprehensive iNCOME ....ovivviiiviiiieiiieeeiis 20,479
Common dividends declared—$1.13 per share.... (9,227) (9,227)
Cash dividends, preferred—$1.80 per share ....... (396) (396)
Amortization of unearned compensation ............. 250 250
Tax benefit from employee stock options............. 432 432
Tax benefit from preferred stock

dividends paid to ESOP ............c.coiiiiniinne, 59 59
Purchase of treasury stock—281,685 shares ...... (9,207) {9,207)
Exercised employee stock options—

159,453 Shares ..ooevvivevcieienininice e 797 2,673 3,470
Balance at December 31, 2002.........cccoceevvins 5,000 (1,875) 48,035 10529 138,821 7,243 (45,643) 162,110
Conversion of preferred to common stock............ {5,000) 1,731 3,269 —
Comprehensive income:

NEt INCOME ..., 17,185

Change in unrealized securities gains, net........ (2,034)

Total comprehensive iNCOME ......ocvviiiiiiiiiiiiiine 15,151
Common dividends declared—$1.17 per share.... (9,582) (9,582)
Cash dividends, preferred—$1.35 per share ....... (297) (297)
Amortization of unearned compensation ............. 251 251
Tax benefit from employee stock options............. 251 251
Tax benefit from preferred stock

dividends paid t0 ESOP .....cococviiiiiniiinin, 52 52
Purchase of treasury stock—82,247 shares ........ (2,886) (2,886)
Exercised employee stock options—

95,137 Shares .....cocceorvniviniiiniiie e 476 1,913 2,389
Balance at December 31, 2003 .......cccocev v, — (1,624) 50,242 15711 146,430 5,209 (48,529) 167,439
Comprehensive income:

Net INCOME ..o 17,021

Change in unrealized securities gains, net........ (1,683)

Total comprehensive iINCOME .....cooviiiviiiiniiieninne 15,338
Common dividends declared—

$1L.20 PEr share .....occovveiveceeein e (11,388) (11,388)
Amoartization of unearned compensation ............. 250 250
Tax benefit from employee stock options............. 139 139
Tax benefit from dividends paid to

ESOP on unallocated common stock ............... 47 47
Issuance of 2,457,571 shares for

acquisition of Sun Bancorp, InC......cc..occvieneene 12,288 78,817 51,017 142,122
Value of options assumed in Sun Acquisition....... 1,853 1,853
Purchase of treasury stock—

73,212 ShAres ...cccocviiiiieiee e (2,488) (2,488)
Exercised employee stock options—

87,585 ShArES wvivvvviciniciriiea e 438 1,989 2,427
Balance at December 31,2004 ............c.ccccoon... $ — $(1,374) $62,968 $98,370 $ 152,249 $3,526 $ — $ 315,739

The accompanying notes are an integral part of these statements.
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Omega Financial Corporation and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Cash flows from operating activities:

N T [Tt L 4T U

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization ..o e e e e e e
ProviSION fOr 108N 10SSES w1 iiiuiriirtieiit e e vt e e e e s sttt rrrs b araaees
Gain on sale of INVESTMENT SECUNITIES .viivee e e
Gain on early extinguishment of debt ........c.coiiiiiir
NON-MONELArY it .. oo e e e
Gain on sale of fixed assets and other assetS....vcviiiiiiiiiiiii e
Gain ON SalE OF 08NS .iiur i e
Provision for deferred INCOME TaX.....oiivuiiveee i e
Increase in cash surrender value of bank owned life iNSUrance ........coovceevineinnieenenn.
(Increase) decrease in interest receivable and other assets .........coovviviiniiiiiienn,
Increase (decrease) in interest payable ...
Increase (decrease) in taxes pPayable........viviiviiiii
Amortization of deferred net loan (fees) COStS v
Deferral of Net 10aN fEES vt s
Decrease in accounts payable and accrued eXPENSES.......viveivriiieieeiireiieiiii e

Total adJUSTMENES L1

Net cash provided by operating aCtivities .....oiive i

Cash flows from investing activities:

Investment securities available for sale:
Proceeds frOmM SAIES iivit et e e e e
Proceeds from matlrities .ooieeeee i e
Cash USed fOr PUICRASES it e e e

Investment in unconsolidated SUDSIGIArY ........covvivriiiiiiiie e

Net cash paid for acquisition of Sun Bancorp, INC. .....oooviiiiiiiiinriiicn e
Net change in interest bearing deposits with other banks .........ccoooiiviii e
Decrease (Increase) in 10ans and [83SES .. civvr v it
Gross proceeds from sale of 10ans and 12aSES ....ovviei i
Investment in limited pPartnerships ... ..o
Capital EXPENAIUIES it e
Sale of fixed assets and other property owned.......o.coevviiiiiiiiic e
Net change in federal funds SOId . ..o e
Purchase of bank-owned life INSUFENCE.........ccocoiviiiiiiiiiin e e

Net cash provided by (used in) investing activitieS c..vvvei i e

The accompanying notes are an integral part of these statements.
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Years Ended December 31,

2004 2003 2002
$ 17,021 $ 17,185 $ 18,179
4,463 4,891 3,523
(300) 350 630
(963) (1,127) (412)
(570) — —
43 48 —
120 (18) (1D)
(18) (274) (62)
2,315 {397) (88)
(1,582) (1,395) (1,523)
217) 146 1,165
2,050 (192) (547)
1,250 (513) 979
(380) (682) (311)
652 665 538
(6,429) (1,610} (257)
434 (108) 3,624
17,455 17,077 21,803
129,742 3,404 3,323
105,326 104,106 96,378
(112,733) (100,432) (82,072)
(1,114) — —
(23,244) — —
(18,118) (1,925) 23,055
51,982 (21,790) (25,571)
67,700 12,923 5,139
(205) — —
(3,213) (1,907) (1,271)
8,945 42 341
(18,500) 16,050 (19,450)
— (4,000) —
186,568 6,471 (128}

(continued on next page)



Omega Financial Corporation and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Years Ended December 31,

2004 2003 2002
Cash flows from financing activities:
Net Change in AEPOSIES .vviivii ittt e et e e e e a e e e (41,943) (11,675) (12,412)
Increase (decrease) in short-term bOrrowings, Net......ooovviiiiiiiiiii e 14,452 (13,189) 3,880
Issuance of junior subordinated debt.......cooiiiiiiii 37,114 — —_
Issuance of long-term debl. ... 17,000 11,500 54
Principal payment on long-term debt...........oooeiiiiiii e (198,728) (1,137) (1,051)
Net change in other interest bearing HabilitieS.........ooviiiiiii e 41 51 59
Payment of fee to terminate swap arrangement ........cccoooeiiiiiiin e (5,053) — —
DIVIAENAS PAIT ..o s (11,388) (12,230) (9,491)
Issuance of COMMON STOCK .ot e e s 2,427 2,389 3,470
AcquiSItion Of treasury STOCK.........ooviiiiii i e (2,488) (2,886) {9,207)
Net cash used in financing activities ...t (188,566) (27,177) (24,698)
Net increase (decrease) in cash and cash equivalents........cco.ocoiiviin i, $ 15,457 $ (3,629) $ (3,023)
Cash and cash equivalents at beginning of period...........ccocoeiiiiii e $ 32,420 $ 36,049 $ 39,072
Cash and cash equivalents at end of Period .....ccooiiiiii 47,877 32,420 36,049
Net increase (decrease) in cash and cash equivalents ..........ccccooev i $ 15,457 $ (3,629 $ (3,023)
INEEIEST PAIA Leeiiie e e e $ 16,505 $ 13,898 $ 19,918
INCOME tAXES PAIA Lo oiriiiiiiii s et et e e e ettt e e e s e e e eaens 3,662 5,735 4,790
Supplemental schedule of noncash investing and financing activities:
Business acquisition:
Fair value of tangible assets acquired (NONCASH) ..c..vvviiiieeiii e 960,381 — —
Goodwill and identifiable intangible assets acquired...........ccoccvviciiiiiniie e 174,036 — —
Ligbilities @SSUIMIEA .o eisieiiieie i e ettt e e (967,198} — —
SEOCK OPTIONS et e e (1,853) — —
COMMON STOCK ISSUBH 1.v . ettt e et e e e e s bt e e ra s (142,122) — —
Other noncash activity:
Transfers of loans to other real estate owned......c.coooovii i 41 885 130
Transfers of bank property to other real estate owned ..o 2,277 — —
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Omega Financial Corporation and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Years Ended December 31, 2004, 2003 and 2002)

NATURE OF OPERATIONS

Omega Financial Corporation is a financial holding company
operating primarily in central and northeastern Pennsylvania, for
the purpose of delivering financial services within its local mar-
ket. Consisting of banking and non-bank subsijdiaries, Omega
Financial Corporation provides retail and commercial banking and
other financial services through 68 offices in Bedford, Blair, Centre,
Clinton, Cumberland, Dauphin, Huntingdon, Juniata, Luzerne,
Lycoming, Mifflin, Northumberland, Snyder, and Union counties.
Each of Omega’s entities are part of the same reporting segment,
whose operating results are regularly reviewed and managed by a
centralized executive maragement group. The bank provides a full
range of banking services including on-line banking, an automatic
teller machine network, checking accounts, NOW accounts, savings
accounts, money market accounts, investment certificates, fixed
rate certificates of deposit, club accounts, secured and unsecured
commercial and consumer loans, construction and mortgage loans,
safe deposit facilities, credit loans with overdraft checking protec-
tion and student loans. The bank subsidiary also provides a variety
of trust services and lease servicing. Omega has contracted with
a broker-dealer to allow the offering of annuities, mutual funds,
stock and bond brokerage services, long-term care insurance and
sophisticated life products to its local market. Additionally, a full
service insurance agency has been added to the financial group
owned by Omega. Most of Omega Financial Corporation’s com-
mercial customers are small and mid-sized businesses in central
and northeastern Pennsylvania.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of Omega Financial Corporation and its
wholly owned subsidiaries conform to accounting principles gener-
ally accepted in the United States and to general financial services
industry practices. A summary of the more significant accounting
policies applied in the preparation of the accompanying consoli-
dated financial statements follows.

Principles of Consolidation

Accounting Research Bulletin 51 (ARB 51), “Consolidated
Financial Statements,” requires a company’s consolidated financial
statements include subsidiaries in which the company has a con-
trolling financial interest. This requirement usually has been applied
to subsidiaries in which a company has a majority voting interest.

Investments in companies in which the Corporation controls
operating and financing decisions (principally defined as owning
a voting or economic interest greater than 50%) are consolidated.
Investments in companies in which the Corporation has signifi-
cant influence over operating and financing decisions (principally
defined as owning a voting or economic interest of 20% to 50%)
and limited partnership investments are generally accounted for by
the equity method of accounting. Entities whose equity holders do
not have voting rights or whose equity is insufficient to support its
activities are consolidated if the Corporation is deemed to absorb a
majority of the risk of loss or returns.

The voting interest approach defined in ARB 51 is not applica-
ble in identifying controlling financial interests in entities that are
not controllable through voting interests or in which the equity
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investors do not bear the residual economic risks. In such instances,
Financial Accounting Standards Board Interpretation 46 (FIN 46),
“Consolidation of Variable Interest Entities (VIE),” provides guid-
ance on when a company should include in its financial statements
the assets, liabilities and activities of another entity. In general, a
VIE is a corporation, partnership trust, or any other legal structure
used for business purposes that either does not have equity inves-
tors with voting rights or has equity investors that do not provide
sufficient financial resources for the entity to support its activities.
FIN 46 requires a VIE to be consolidated by a company if that
company is subject to a majority of the risk of loss from the VIE's
activities or entitles it to receive a majority of the entity’s residual
returns or both. A company that consolidated a VIE is called the
primary beneficiary of that entity. Omega is not deemed to be the
primary beneficiary of any VIEs as of December 31, 2004 or
December 31, 2003.

The consolidated financial statements include the accounts of
Omega Financial Corporation and its wholly owned subsidiaries
(hereafter collectively referred to as “Omega” or the “Corporation”):
Omega Bank, N.A. (“Omega Bank”), Central Pennsylvania
Investment Co., Central Pennsylvania Life Insurance Co., Central
Pennsylvania Leasing, Inc,, Mid Penn Insurance Associates (“Mid
Penn”), Beacon Life Insurance Co. and Central Pennsylvania Real
Estate, Inc. Omega Bank’s wholly owned subsidiaries include Sentry
Trust Company, Bank Capital Services Corporation, SUBI Services,
Inc., Sun Investment Services, Inc. and Omega Financial Company
LLC. All significant intercompany transactions and balances have
been eliminated.

Use of Estimates

The accounting and reporting policies of the Corporation con-
form with U.S. generally accepted accounting principles. The prepa-
ration of financial statements in conformity with U.S. generally
accepted accounting principles requires management to make esti-
mates, assumptions and judgments that affect the amounts reported
in the consolidated financial statements and accompanying notes.
Actual results could differ materially from those estimates.

Business Combinations

Business combinations are accounted for under the purchase
method of accounting. Under the purchase method, assets and lia-
bilities of the business acquired are recorded at their estimated fair
values as of the date of the acquisition with any excess of the cost of
the acquisition over the fair value of the net tangible and intangible
assets acquired recorded as goodwill. Results of operations of the
acquired business are included in the income statement from the
date of acquisition. Refer to Note 3 for further discussion.

Cash and Cash Equivalents
Cash equivalents consist of non-interest bearing deposits with
other banks.

Investment Securities

Securities classified as available for sale, which include mar-
ketable investment securities, are stated at market value, with the
unrealized gains and losses, net of tax, reported as a component
of comprehensive income, until realized. Investment securities for




which management has the positive intent and ability to hold the
security to maturity are classified as held to maturity and are stated
at cost, adjusted for amortization of premium and accretion of dis-
count on a level-yield basis. Interest and dividends on investment
securities available for sale and held to maturity are recognized as
income when earned. Gains or losses on the disposition of securi-
ties are based on the net proceeds and the adjusted carrying amount
of the securities sold, determined on a specific identification basis.
{See Note 5).

Omega’s policy requires quarterly reviews of impaired securities.
This review includes analyzing the length of time and the extent to
which the market value has been less than cost; the financial condi-
tion and near-term prospects of the issuer, including any specific
events which may influence the operations of the issuer and the intent
and ability of the Corporation to hold its investment for a period of
time sufficient to allow for any anticipated recovery in market value.

Loans
Loans are stated at the principal amounts outstanding, net of
unearned income. Interest income on all loans, other than non-
accrual loans, is accrued over the term of the loans based on the
amount of principal outstanding.
Loans on which the accrual of interest has been discontinued
are designated as non-accrual loans. Accrual of interest on loans is
discontinued when reasonable doubt exists as to the full, timely col-
lection of principal or interest. When a loan is placed on non-accrual
status, all interest previously accrued but not collected is reversed
against current period income. Income on such loans is then recog-
nized only to the extent that cash is received and where the future
collection of principal is probable. Accruals are resumed on loans
only when they are brought fully current with respect to interest
and principal, and when, in the judgment of management, the loan
is estimated to be well secured and fully collectible as to both prin-
cipal and interest. It is Omega’s policy to continue to accrue interest
on loans over 90 days past due as long as they are (1) well secured
and (2) there is an effective means of collection.
Loans are considered for charge-off when
(1) principal or interest has been in default for 120 days or more
and for which no payment has been received during the previ-
ous four months,

(2) all collateral securing the loan has been liquidated and a defi-
ciency balance remains,

(3) a bankruptcy notice is received for an unsecured loan, or

(4) the loan is deemed to be uncollectible for any other reason.

Loans charged off are recorded against the allowance for
loan losses.

Management routinely evaluates all commercial loan accounts
for impairment status. An impaired loan is defined as a commercial
loan over $100,000 and classified as doubtful or substandard and
in non-accrual status or troubled debt restructure. Impairment is
recognized to the extent that the collateral fair value of the impaired
loan is less than the loan balance. The difference between collateral
fair value and the loan balance is factored into the loan loss reserve

specific allocations when determining the adequacy of the allow-
ance for loan losses.

Loans, other than commercial loans, are placed in homog-
enous groups and historical loss factors are applied to determine
the amount of impairment. The homogenous groups are consumer
installment loans and residential mortgages.

The Corporation’s intent is to hold loans in the portfolio until
maturity. At the time the Corporation’s intent is no longer to hold
loans to maturity based on asset/liability management practices,
the Corporation transfers loans from portfolio to held for sale at the
lower of cost or market. Any write-down recorded upon transfer
is charged against the allowance for loan losses. Any write-downs
recorded after the initial transfer are recorded as a charge to Other
Non-Interest Expense. Gains or losses recognized upon sale are
recorded as Other Non-Interest Income/Expense.

Loan Origination Fees and Costs

Loan origination fees and related direct origination costs for a
given loan are offset and the net amount is deferred and amortized
over the life of the loan on a level-yield basis as an adjustment to
interest income.

Allowance for Loan Losses

For financial reporting purposes, the provision for loan losses
charged to current operating income is based on management’s
estimates, and actual losses may vary from estimates. These esti-
mates are reviewed and adjusted at least quarterly and are reported
in earnings in the periods in which they become known. In deter-
mining the adequacy of the allowance for loan losses, management
makes specific allocations to watch list loans and pools of non-watch
list loans for various credit risk factors, including the composition
and growth of the loan portfolio, overall portfolio quality, levels of
delinquent loans, specific problem loans, prior loan loss experience
and current economic conditions that may atfect a borrower’s ability
to pay. The loan loss provision for federal income tax purposes is
based on current income tax regulations, which allow for deduc-
tions equal to net charge-offs.

Other Real Estate Owned

Assets acquired in settlement of mortgage loan indebtedness
are recorded as other real estate owned (OREQ) and are included
in other assets at the lower of fair value minus estimated costs to
sell or the carrying amount of the loan. Costs to maintain the assets
and subsequent gains and losses attributable to their disposal are
included in other income and other expenses as realized. No depre-
ciation or amortization expense is recognized. OREQ also includes
bank premises held for sale, which are transferred at the lower of
carrying value or estimated fair value less anticipated selling costs.
Subsequent changes in value are reported as non-interest income
on the income statement. Gains or losses not previously recognized
resulting from the sale of OREO are recognized in non-interest
expense on the date of sale. At December 31, 2004 and 2003, the
carrying value of other real estate owned and held for investment
was $3,082,000 and $741,000, respectively.
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Investments in Limited Partnerships

Omega is a limited partner in nine partnerships at
December 31, 2004 that provide low income elderly housing
in Omega’s geographic market area. The carrying value of
Omega’s investments in limited partnerships was $6,282,000 at
December 31, 2004 and zero at December 31, 2003. It is Omega’s
policy to amortize the investment in each partnership over the life
of the ten-year tax credits generated by the investment using a
method that approximates the effective yield method. Amortization
of limited partnership investments totaled $166,000 in 2004,
$807,000 in 2003 and $11,000 in 2002.

Omega is also a partner in two partnerships at December 31,
2004 that provide office space in areas designated as empowerment
zones by the Commonwealth of Pennsylvania. These partnerships
provide Pennsylvania Shares Tax credits to the investor. Carrying
value of Omega’s investment in these partnerships was $2,323,000
at December 31, 2004 and zero at December 31, 2003. It is Omega’s
policy to amortize the investment in these types of partnerships to
50% of the initial investment over a ten-year period, based upon
the expected residual value of the investment. Amortization of
these partnership investments totaled $16,000 in 2004 and none in
prior years.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the cost of an acquisition
over the fair value of the net assets acquired. Other intangible assets
represent purchased assets that also lack physical substance but can
be separately distinguished from goodwill because of contractual
or other legal rights or because the asset is capable of being sold or
exchanged either on its own or in combination with a related con-
tract, asset or liability. It is Omega’s policy that Goodwill be tested
at least annually for impairment.

Intangible assets with finite lives include core deposits, customer
relationships and trade names. Intangible assets are subject to impair-
ment testing whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. Core deposit,
customer relationship and certain trade name intangibles are amoz-
tized over a period of time that represents their expected life using a
method of amortization that reflects the pattern of economic benefit.

Premises and Equipment and Depreciation

Premises and equipment are stated at cost less accumulated
depreciation. Depreciation is computed using both the straight-line
and declining-balance methods, over the estimated useful lives of
the assets (See Note 9).

Trust Revenues
Trust revenues are recorded on the accrual basis.

Revenues from the Sales of Investment Products

Revenues from sales of investment products are recorded on
the accrual basis. Although customers have the right to cancel and
receive a full refund during a time period after the investment
is made, reversals of revenue related to these cancellations are
recorded in the period when they occur. The amount of revenues
related to cancellations is deemed to be immaterial.
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Bank-Owned Life Insurance

The cash surrender value of bank-owned life insurance is car-
ried as an asset and changes in cash surrender value are recorded as
non-interest income. (See Note 8).

Income Taxes

Omega and its subsidiaries, except for Central Pennsylvania
Life Insurance Company and Beacon Life Insurance Company, file
a consolidated federal income tax return. The provision for income
taxes is based upon the results of aperations, adjusted principally
for tax-exempt income. Certain items of income or expense are
reported in different periods for financial reporting and tax return
purposes. The tax effects of these temporary differences are recog-
nized currently in the deferred income tax provision or benefit.

Deferred tax assets or liabilities are computed based on the
difference between the financial statement and income tax bases of
assets and liabilities using the applicable enacted marginal tax rate.
Deferred income tax expenses or benefits are based on the changes
in the deferred tax asset or liability from period to period.

Stock-Based Compensation

In December 2002, the FASB issued Statement of Financial
Accounting Standards No. 148, “Accounting for Stock-Based
Compensation—Transition and Disclosure.” This statement pro-
vides alternative methods of transition for a voluntary change to
the fair value based method of accounting for stock-based employee
compensation and amends the disclosure requirements of SFAS
123 to require prominent annual and interim disclosures about the
method used to account for stock-based compensation.

Omega accounts for stock-based compensation using the intrin-
sic value method in accordance with Accounting Principles Board
(APB) Opinion 25, “Accounting for Stock Issued to Employees,” and
has adopted the disclosure provisions of FASB No. 148, “Accounting
for Stock-Based Compensation.” The following pro forma infor-
mation regarding net income and earnings per share assumes the
adoption of Statement No. 123 for stock options granted subsequent
to December 31, 1994. The estimated fair value of the options is
amortized to expense over the vesting period.

The fair value was estimated at the date of grant using a
Black-Scholes option-pricing model utilizing various assumptions
as disclosed in Note 19. Compensation expense, net of related tax,
amounted to $897,000, $746,000 and $653,000 in 2004, 2003 and
2002, respectively and is included in the pro forma net income
reported below (in thousands, except per share data):

2004 2003 2002

Net income

AS reported........occeeviveiieiireee - $17,021 $17,185 $18,179

Proforma ..., 16,124 16,438 17,526
Basic earnings per share

As reported......veeeevivciie e, $ 178 § 207 $ 217

Pro forma ....ccooovvviiviiiic e 1.70 1.98 2.09
Diluted earnings per share

Asreported.......occieiiiie e, $ 178 $ 201 % 210

Pro forma ....oooo v 1.68 1.92 2.02




The Black-Scholes option-valuation model was developed for
use in estimating the fair value of traded options, which have no
vesting restrictions and are fully transferable. In addition, option
valuation models require the input of highly subjective assump-
tions including the expected stock price volatility. Because Omega's
employee stock options have characteristics significantly different
from those of traded options, and because changes in the subjec-
tive input assumptions can materially affect the fair value estimate,
in management’s opinion, the existing models do not necessarily
provide a reliable single measure of the fair value of its employee
stock options.

2. RECENT ACCOUNTING PRONOUNCEMENTS

In December 2004, the FASB revised SFAS 123, “Accounting
for Stock-Based Compensation.” SFAS 123R establishes account-
ing requirements for share-based compensation to employees and
carries forward prior guidance on accounting for awards to non-
employees. The provisions of this statement will become effective
July 1, 2005 for all equity awards granted after the effective date.
SFAS 123R requires an entity to recognize compensation expense
based on an estimate of the number of awards expected to vest,
exclusive of awards expected to be forfeited. The Corporation will
adopt SFAS 123R on July 1, 2005. Management has not yet deter-
mirned the methad of adoption it will use or possible changes in the
type of stock-based compensation it will use in the future and thus
cannot project the impact on financial condition or the results of
operations as a result of adoption. (See Note 19).

In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities,” (FIN 46). The objec-
tive of FIN 46 is to provide guidance on how to identify a variable
interest entity (VIE) and.determine when the assets, liabilities,
non-controlling interests, and results of operations of a VIE need
to be included in a company’s consolidated financial statements.
A VIE exists when either the total equity investment at risk is not
sufficient to permit the entity to finance its activities by itself, or
the entity investors lack one of three characteristics associated with
owning a controlling financial interest. Those characteristics include
the direct or indirect ability to make decisions about an entity’s
activities through voting rights or similar rights, the obligation to
absorb the expected losses of an entity if they occur, or the right to
receive the expected residual returns of the entity if they occur.

In December 2003, the FASB reissued FIN 46 with certain
modifications and clarifications. Application of this guidance was
effective for interest in certain VIEs commonly referred to as
special-purpose entities as of December 31, 2003. Application for all
other types of entities is required for the period ending after
March 25, 2004, unless previously applied. Management has evalu-
ated the applicability of the revised FIN 46 to various instruments
and interests, including low-income housing partnership interests,
to determine whether these entities are VIEs and whether the
Corporation is either a primary beneficiary or a significant interest
holder in the VIE. Omega Financial invests in low-income housing
and historic tax credit projects primarily through its subsidiary,
Omega Bank, for the purpose of providing a source of private sector
financing for projects to promote economic development, create
employment opportunities and contribute to the enhancement of

the community. Investments principally consist of real estate projects
and venture/working capital. The size of the VIEs in the aggregate
was $13,752,000. The Corporation has a carrying value of $8,605,000
of these investments at December 31, 2004. As a limited partner in
these projects, Omega is allocated tax credits and deductions asso-
ciated with the underlying projects. The adoption of FIN 46 as of
March 31, 2004, did not result in the consolidation of any of the
partnership investments currently held.

In March 2004, the Financial Accounting Standards Board
(FASB) Emerging Issues Task Force (EITF) released Issue 03-01,
“Meaning of Other Than Temporary Impairment,” which addressed
other-than-temporary impairment for certain debt and equity
investments. The recognition and measurement requirements of
Issue 03-01, and other disclosure requirements not already imple-
mented, were effective for periods beginning after June 15, 2004.
In September 2004, the FASB staff issued FASB Staff Position (FSP)
EITF 03-1-1, which delayed the effective date for certain measure-
ments and recognition guidance contained in Issue 03-01. The FSP
requires the application of pre-existing other-than-temporary guid-
ance during the period of delay until a final consensus is reached.
Management does not anticipate the issuance of the final consensus
will have a material impact on financial condition, the resuits of
operations, or liquidity.

In December 2003, the American Institute of Certified Public
Accountants issued Statement of Position (SOP) 03-3, “Accounting
for Certain Loans or Debt Securities Acquired In a Transfer” SOP
03-3 requires acquired loans, including debt securities, to be
recorded at the amount of the purchaser’s initial investment and
prohibits carrying over valuation allowances from the seller for
those individually-evaluated loans that have evidence of deteriora-
tion in credit quality since origination, and it is probable all contrac-
tual cash flows on the loan will be unable to be collected. SOP 03-3
also requires the excess of all undiscounted cash flows expected to
be collected at acquisition over the purchaser’s initial investment to
be recognized as interest income on a level-yield basis over the life
of the loan. Subsequent increases in cash flows expected to be
collected are recognized prospectively through an adjustment of
the loan’s yield over its remaining life, while subsequent decreases
are recognized as impairment. Loans carried at fair value, mort-
gage loans held for sale, and loans to borrowers in good standing
under revolving credit agreements are excluded from the scope of
SOP 03-3. The guidance is effective for loans acquired in fiscal
years beginning after December 15, 2004 and is not expected to
have a material impact on financial condition, results of operations,
or liquidity.

3. ACQUISITION

On October 1, 2004, Omega completed its acquisition of Sun
Bancorp, Inc. (“Sun”), a bank holding company operating 23 retail
bank branch offices in the central Pennsylvania area. The acquisi-
tion allowed the Corporation to expand its product offerings over
a larger geographic area. In the merger, Sun shareholders received
either 0.664 shares of Omega common stock for each share of Sun
common stock or $23.25 in cash for each share held, depending on
shareholder elections and subject to the allocation provisions of
the merger agreement. Under the terms of the merger agreement,
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20% of the outstandir.g Sun common stock was exchanged for cash
and 80% of the outstanding Sun common stock was exchanged for
Omega common stock. In connection with the merger, Omega paid
to the former shareholders of Sun, in the aggregate, approximately
$35,921,000 in cash and to issue to the former shareholders of
Sun, in the aggregate, approximately 4,117,000 shares of Omega’s
common stock (excluding approximately 258,000 shares of Omega
common stock to be issued upon exercise of options that, pursuant
to the merger agreement, were substituted for options that were
exercisable for shares of Sun’s common stock prior to the merger).
The total cost of the transaction was $187,729,000. The common
shares issued were valued at $34.52 per share, representing an aver-
age of closing market prices of Omega common stock for the period
commencing two trading days before, and ending two trading days
after, April 20, 2004, the date of the merger agreement.

The assets and liabilities of the acquired entity were recorded
on the balance sheet at their estimated fair values as of October 1,
2004, and their results of operations have been included in the con-
solidated statement of income since then.

The following table shows the calculation and preliminary
allocation of the purchase price:

AN e $ 35,921,000
Omega common stock exchanged for

SUN COMMON SEOCK .. ittt 142,122,000
Fair value of outstanding Sun employees’

and directors’ stock options assumed............ccvveneee. 1,853,000

Total equity issued to Sun shareholders,
employees and direCtors «....ccccciiiiiiiiiniineeniniaiies
Incremental direct costs associated with transaction ....

143,975,000
7,833,000

Total PUrChase PriCe .....oovvveiieieieiiee e $187,729,000

Net assets acquired:

Sun stockholders’ equity ......ccoccvcviicinininii e, 78,045,000
Elimination of Sun’s goodwill and other intangibles....... (41,542,000}
Sun's tangible back value ...........cocveivei, 36,503,000
Estimated adjustments to reflect assets acquired
and liabilities assumed at fair value:
L0ans and 1€aSeS ..........cuvvivieereeiieiiie e eieeenn (7,942,000)
Operating leases (888,000)
Other real estate owned...........occovevvvniiiiiiieniein, (272,000)
Identified intangibles
Core deposit intangible ..........occooiiiniii. 14,211,000
Other identifiable intangibles..........c.ccceveieninnnn. 2,866,000
Deferred and current income taxes.........cccoevevennnn. 19,586,000
Time deposits (2,625,000)
Long-term debt........cccviiiiiii e (22,346,000)
Subordinated debentures............oooeeiiviiiiiiniei i, (3,269,000)
Rate swaps (5,054,000)
GOOAWIIl..vvvvsie e 156,959,000

Net assets aCquUIred ... $187,729,000
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The following table summarizes the estimated fair value (in

thousands) of the net assets acquired from Sun:

Assets:
Cash and due from banks..........covieiiiviiiin e
Interest-bearing deposits .
Investment securities, available for sale.............ccccnenn.
Investment in unconsolidated subsidiaries ...........cceeveneis
Loans and leases, net of unearned

income and allowance for loan [05S€S «..ccoevirveiviininennnn.
Operating 18@SE5. . .iiiii it e
Premises and equipment
Goodwill and other intangibles..........coiii
OFREr A8SEES. .ttt it e

TOtal @SSEES..eieteeiiiii i e et e

Lizhilities:

DEPOSIES ciiiiiit i e e e e aene
BOITOWINES . e e e
Other liabilities

Total liabilities

Net assets acquired . ..coooiiiiiiiiiiii e enceen e

Acquisition funded by:
Common stock issued and stock options assumed ........
Cash paid......cocoiviviiiiiii

$ 20,510
2,322
213,391
511

654,352
8,730
22,769
174,036
63,288

1,159,909

636,690
323,170
12,320

972,180
$ 187,729

$ 143,975
43,754

$ 187,729

The estimated fair values of the acquired assets and liabilities,
including identifiable intangible assets, are preliminary and subject to
refinement. Any subsequent adjustments to the fair values of assets
and liabilities acquired, identifiable intangible assets or other pur-
chase accounting adjustments will result in adjustments to goodwill
within the first 12 months following the date of acquisition.

The following unaudited pro forma consolidated financial
information presents the combined results of operations of Omega
and Sun as if the acquisition had occurred as of January 1, 2004 and

2003, respectively.

For the Years Ended
December 31,

2004

2003

(in thousands, except
per share data)

Net interest INCOME......covvvvivviiieiieiiiieiieeeen, $69,138 $73,636
Provision (credit) for loan 10SS€S........ceeeevnnn. 2,299 1,970
Net interest income after

provision for 10an 10SSeS......ccvviieiiiiieinenn. 66,839 71,666
Non-interest iNCOME ......coovivviniirneiiireecenn, 31,042 31,035
Non-interest eXpense .......cccovvvveecriiicriinineniens 57,852 63,236
Income before income taxes..........oeeeeiveieinnn 30,029 39,465
INCOME tax eXPENSE.....cvvviiiiei e, 6,341 9,757
Net INCOME ..., $23,688 $29,708
Net income per common share:

BaASIC coeeviiiie e $ 1.89 $ 2.36

Diluted 1.88 2.35
Weighted average shares and equivalents:

BASIC vovvvviiviei e 12,576 12,576

Diluted 12,662 12,645




The pro forma results include amortization of fair value adjustments on loans, deposits and debt, and amortization of newly created
intangibles but exclude post-merger acquisition related charges and the effects of restructuring the balance sheet. The pro forma number
of weighted average common shares outstanding includes adjustments for shares issued for the acquisition and the impact of additional
dilutive securities does not assume any incremental share repurchases. The pro forma results presented do not reflect all cost savings or
revenue enhancements anticipated from the acquisition and are not necessarily indicative of what actually would have occurred if the
acquisitions had been completed as of the beginning of each period presented, nor are they necessarily indicative of future results.

4. RESTRICTIONS ON CASH AND DUE FROM BANKS °
Omega’s banking subsidiary is required to maintain cash reserve balances with the Federal Reserve Bank. The total required reserve
balances were $6,801,000 and $10,059,000 as of December 31, 2004 and 2003, respectively.

5. INVESTMENT SECURITIES (in thousands)
December 31, 2004

Securities classified as Available for Sale Gross Gross
Amortized Market Weighted Unrealized  Unrealized
Type and maturity Cost Value Avg. Yield Gains Losses

U.S. Treasury securities and cbligations of other
U.S. Government agencies and corporations

WIENIN O YBAT ... oottt et e e a e e e $ 7,072 $ 7,056 2.51% $ 8 $ (24)
After one year but within five years 127,151 125,874 2.81 29 (1,306)
After five years but within ten years..........ooooiiii — — — — —
LN 3 1] 8 = T LT ST USROS - —_ — — —
Obligations of state and political subdivisions
WIHHIN ONE YRAI e it iiiie et e vt e et e e e e et e har e e e et et e e e e e e st braeencenes 31,449 31,483 2.43 96 (62)
After one year but within five years............. 43,614 43,824 3.00 516 (3086)
After five years but within ten years 200 201 3.37 1 —
AEBE BN YBAIS .. oo e et ae 5,365 5,411 3.84 51 (5)
Corporate and other securities
WIthiR 0N YBAI ... veeii it e e et et ca et e et e e e 1,048 1,045 3.81 — 3
After one year but within five Years.......cooeo i 2,100 2,090 3.84 7 an
After five vears but within ten years 200 200 4.36 — —
ATEBr LM YIS ..o i ittt e e 687 699 8.63 12 —
Mortgage-backed securities
WILhIN ONE YBAI ... vviiiieiie et et e e ca e raeeaa s 131 131 4.10 — —
After one year but within five years......cc.oooiicii 19,581 19,631 4.08 86 (46)
After five years but within ten years..........cccoiiiiiiii 17,805 18,051 3.80 162 (16)
After ten years 49,363 49,868 3.96 517 (12)
Common stock ........... PO PROPRPN 16,679 22,415 /M 5,736 —
L7 PO TP PSP POPPRRPRR $322,555 $327,978 3.16% $7.221 $(1,787)
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December 31, 2003

Securities classified as Available for Sale Gross Gross
Amortized Market Weighted Unrealized  Unrealized
Type and maturity Cost Value Avg. Yield Gains Losses

U.S. Treasury securities and obligations of other
U.S. Government agencies and corporations

Within one Year........c.ocoeeviveiviiennane. $ 68,450 $ 69,230 4,10% $ 780 $ —
After one year but withsn five years... 49,478 49,100 2.65 205 (583)
After five years but within ten years.........ccoooooiiiiiiiiiic — — — — —
AT EBI YIS ettt ee et e — — — — —
Obligations of state and political subdivisions
WItHIN ONE VB .. ittt it e e e 31,789 32,062 2.94 274 (1
After ane year but within five years.........ocooeiiiiii 67,213 68,766 2.76 1,691 (138)
After five years but within ten years — — — — —
ATEEE T8N YBAIS et ittt et e e — — — — —
Corporate and other securities
WIHRIN OME YEAI ...ttt et e 541 549 3.24 9 ()
After one year but within five years.......cooii i 2,360 2,362 3.17 14 (12)
After five years but within ten years........cocooviiciiiiiiici e — — — — —
AFLEI 18N YBAIS .o et e — — — — —
Mortgage-backed securities
WIThIN ONE YEAI . ... et e e e — — — — —
After one year but within five years...... 713 732 4.80 19 —
After five years but within ten years -— — — — —
After ten years......o.cooooviiiiviiininnn, 585 600 4.57 15 —
COMMON SEOCK Luuiti ittt e e et e et e et et 11,397 17,138 N/M 5,741 —
L] | P SO O PSPPSR PP $232,526  $240,539 3.19% $8,748 $(735)
December 31, 2002
Securities classified as Available for Sale Gross Gross
Amortized Market Weighted Unrealized  Unrealized
Type and maturity Cost Value Avg. Yield Gains Losses
U.S. Treasury securities and obligations of other
U.S. Government agencies and corporations
LY T A= =Y L PP $ 60847 $ 61,749 3.84% $ 902 $ —
After one year but within five years....... 71,123 73,629 411 2,506 —
After five years but within ten years — — — — —
ATLEE TN YIS o it it et — — — — —
Obligations of state and political subdivisions
Within one year 31,094 31,577 4,13 483 —_
After cne year but within five years.... 54,964 57,599 3.93 2,635 —
After five years but within ten years........o o ciiiie — — — —
ATEEE T8N YRAIS ..ev ittt e e — — — — —
Corporate and other securities
WIthin OGN YBAI. ... i it iai ettt e e e eee e et e e e e e e aaaaeterean s 4,500 4,532 6.03 32 —
After one year but within five years............ocoooiiiiiiiiic 2,723 2,775 4.74 52 —
After five years but within ten years... 10 10 4.99 — —
ATEEE TON YIS vttt e e — — — — —
Mortgage-backed securities
VRN O YT ettt e e e e e e e 8393 1,009 6.84 16 —
After one year but within five Years........c..coccviiiiiii i 2,021 2,101 5.02 80 —
After five years but within ten years......ccccccviiiiiiinin e — — — — —
After ten years 1,116 1,136 6.74 24 4)
Common stock ....veeeiiieeenniins 10,980 15,391 N/M 4,453 (42)
L1 O PRSP PPV PRI $240,371 $251,508 4.08% $11,183 $(46)

N/M = Not meaningful
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Income on certain obligations of state and political subdivisions In addition to cash received from the scheduled maturities of
is exempt from federal income tax. Total investment portfolio yields — securities, some investment securities are sold at current market
computed on a tax equivalent basis (using a 35% tax rate) were values during the course of normal operations. Following is a sum-
3.52%, 3.79% and 4.79% as of December 31, 2004, 2003 and 2002, mary of proceeds received from all investment securities transac-
respectively. Total weighted average yield does not include the com-  tions, and the resulting realized gains and losses (in thousands):
mon stock holdings.

Certain obligations of the U.S. Government and state and polit-
ical subdivisions are pledged to secure public monies as required
by law and for other purposes. The carrying value of the pledged L .
assets amounted to $229,305,000, $102,438,000 and $122,830,000 at g oot g Haoe O e $234152 $107.510  $99.701
December 31, 2004, 2003 and 2002, respectively. Realized £aiNS......covvevererirrreen. 963 1,127 412

Realized losses ..o — — —

Years Ended December 31,
2004 2003 2002

Gross proceeds from

In accordance with the disclosure requirements of EITF 03-01, the following table shows gross unrealized losses and fair value, aggre-
gated by category and length of time that individual securities have been in a continuous unrealized loss position, at December 31, 2004
(in thousands):

Less Than 12 Months 12 Months or More

Fair Unreatized Fair Unrealized
Value Losses Value Losses

U.S. Treasury securities and obligations of other

U.S. Government agencies and COrPOrationS ...u...iv e it e e et et ie e e e e e e creinrer e raee s e n e racnenes $105,896 $ 826 $16,165 $504
Obligations of state and political subdivisions 40,680 343 1,334 30
Corporate and oTNer SECUTTIBS «..o.vviriiii e e e 1,507 9 490 10
MOrEAgE-DACKED SECUNLIES 1.viiviiti ettt e e e e $ 14,918 $ 74 — —
Debt securities 163,001 1,252 17,989 544

Common stock

Total temporarily impaired securities $163,001 $1,252 $17,989 $544

The unrealized losses noted above are considered to be temporary impairments, as all of the investments are debt securities whose
decline in value is due only to interest rate fluctuations. As a result, the payment of contractual cash flows, including principal repayment,
is not at risk. Management has the intent and ability to hold these investments until market recovery or maturity. Investments with unreal-
ized losses for less than 12 months, includes 61 investments in U.S. Government agency debt securities, 88 investments in obligations of
state and municipal subdivisions, 10 investments in corporate securities and 12 investments in mortgage-backed securities. These securi-
ties have maturity or pre-refund dates ranging from February 2005 to June 2019. The unrealized loss position for each security ranges from
.004% to 6.166% of the securities amortized cost as of December 31, 2004. Investments with unrealized losses for 12 months or longer
includes 9 investments in U.S. Government agency debt securities, three investments in obligations of state and municipal subdivisions,
and four investments in corporate securities. These securities have maturity or pre-refund dates ranging from January 2005 to October
2008. The unrealized loss position for each security ranges from 1.50% to 3.74% of the securities amortized cost as of December 31, 2004.

6. PORTFOLIO LOANS AND LOANS AVAILABLE FOR SALE
Loans outstanding (including loans available for sale) at the end of each year consisted of the following (in thousands):

December 31,

2004 2003 2002 2001 2000

Commercial, financial and agricultural.. ..o e e $ 271,650 $111,471 $116,833 $123,938 $118,686
Real eState—COMMEBITIA! ...uve it e it ar s 501,394 338,703 293,010 262,613 229,294
Real estate—CONSIIUCTION . ..oiiiii i 25,301 17,598 36,690 20,736 18,305
Real estate—mortgage 277,208 197,656 195,180 184,422 206,864
HOME EQUILY 1. .eeieeee et ettt e et e e e re e 133,077 90,612 92,500 92,271 98,725
PEISONAI ..ooeiiiiie ittt et et e et e 107,859 32,059 45,445 65,871 78,797
Lease financing 13,387 46 172 544 1,437
Unearned Interest (1,626) (1) (11) (41) (123)

TOtA oo $1,328,250 $788,144 $779,819 $760,354 $751,985
NON-BCEIUB! 10BNS....coi it et e e $ 5220 $ 2588 $ 3,125 $ 2,327 $ 1,503

Interest income not recorded on non-accrual loans in 2004, 2003 and 2002 was $256,000, $225,000 and $262,000, respectively. Gross
interest income that would have been recorded on non-accrual loans had these loans been in a performing status was $498,000 in 2004, of
which $242,000 was included in interest income for the year ended December 31, 2004.

The aggregate amount of demand deposits that have been reclassified as loan balances at December 31, 2004 and 2003 are $782,000
and $315,000, respectively.
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Pledged Loans

As of December 31, 2004 there were no borrowings outstanding at the Federal Reserve. However, 1-4 family mortgage loans
are pledged as collateral for any Federal Reserve Discount Window borrowings. The balance of the loans pledged for this purpose at
December 31, 2004 was $8,499,000, with a collateral value of $7,649,000.

Omega must maintain sufficient Qualifying Collateral with the Federal Home Loan Bank (FHLB), in order to secure all loan and
credit products. Therefore, a Master Collateral Agreement has been entered into which pledges all mortgage related assets as collateral for
future borrowings. Mortgage related assets could include loans or investments. As of December 31, 2004, the amount of loans included in
Qualifying Collateral was $351,359,000, for a collateral value of $295,619,000.

7. ALLOWANCE FOR LOAN LOSSES

To provide for the risk of loss inherent in the process of extending credit, Omega maintains an allowance for loan losses and for lending-
related cornmitments. In the fourth quarter of 2004, the allowance for losses on lending-related commitments was reclassified from the
allowance for loan losses to other liabilities.

A summary of the transactions in the allowance for loan losses for the last five years (in thousands) is shown below. The activity for
2004 reflects the allowance recorded by Sun and transferred to Omega for loans acquired in the acquisition. Subsequent to the acquisition,
Omega sold $67,028,000 of lease financing loans acquired from Sun and reclassified a portfolio of mobile home loans also acquired from Sun
totaling $22,515,000 to loans held for sale, and reflected a charge-off against the allowance for loan losses of $1,475,000, which is included
in personal and lease financing loans below. In addition, during the fourth quarter Omega took a charge-off of $1,006,000 (accounting
for $681,000 of the commercial real estate charge-off and $325,000 of commercial business charge-off) for a commercial loan which was
subject to a bankruptcy liquidation:

Years Ended December 31,

2004 2003 2002 2001 2000

Balance of allowance—beginning of Period......ccccicivreivvieiieee e $10,569 $11,052 $11,224 $11,622 $11,865
Loans charged off:

Commercial, financial and agricultural 672 134 25 188 329

Real estate—commercial ............cooe oo, 698 176 219 403 114

Real estate—mortgage ........ccoooevivieiiiien, 807 126 88 40 —

Personal and lease financing 1080S ..ot e s e 1,445 561 602 595 398

TOtal CHAMZE-0TTS ettt e et e 3,722 997 934 1,226 841

Recoveries of lcans previously charged off:

Commercial, financial and agriculural.. ..o 8 11 57 28 45

Real estate—commercial .........ccccccvviennen, 17 3 7 236 6

Real estate—mortgage 6 60 2 3 —

Personal and lease financirg loans 152 90 66 61 119

TOLAl TECOVEIIES o it e ittt ettt ettt e e e et et e e et e e et ns 183 164 132 328 170

NEt CRAIZE-0TS .. et e e 3,539 833 802 898 671
Provision (credit) for 108N 10SSES . .iviiiiieiiiie e ettt et e e e (300) 350 630 500 428
Allowance acquired through bank purchase 9,505 — — — —
Reclassification of Off Balance Sheet Liability ........ccccoooiiiiiiiiinci e (591) — — — —
Balance of allowance—end of Period ......cccovivviivieeiiiiiieiiiiee e e $15644 $10,569 $11,052 $11,224 $11,622
Ratio of net charge-offs during period to
average 10ans OULSTANGING .....vvviviiiiei e 0.38% 0.11% 0.10% 0.12% 0.09%

Omega has certain loans in its portfolio that are considered to be impaired in accordance with SFAS No. 114 as amended by SFAS No.
118. It is the policy of the Corporation to recognize income on impaired loans on a cash basis, only to the extent that it exceeds principal
balance recovery. Following is a summary of impaired loan data as of the date of each balance sheet presented.

December 31,

2004 2003 2002
Impaired loans:
Recorded investment at Period 8N ... e $2,475,000 $ 729,000
Impaired loan balance for which there is a related alloWanCe ..........cccooviviiiiin i 755,000 226,000
Impaired loan balance for which there is no related allowance 1,720,000 503,000
Average reCorded IMVESTMIENT ... . et e e e e e e e e e et et ae e e e e e e e aae e e e e 1,597,000 1,348,000

Interest income recognized (0N @ CASH DASIS) ..uuur i iei e e e e $ 55000 $ 12,000 %$4,000
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8. BANK-OWNED LIFE INSURANCE

Omega has purchased bank-owned life insurance (BOLI),
with a cash surrender value of $72,845,000 and $37,134,000 at
December 31, 2004 and 2003, respectively. The cash surrender value
on the BOLI increased by $1,581,000, $1,395,000 and $1,523,000
in 2004, 2003 and 2002, respectively, from earnings recorded as
non-interest income. The remaining increase of $34,130,000 is
attributable to the cash surrender value of bank-owned life insur-
ance of Sun Bancorp, Inc, as of the date of their acquisition by
Omega. The policies are owned by Omega in various insurance
companies. The credit rate on the policies varies annually based on
the insurance company’s investment portfolio returns in their gen-
eral fund and market conditions. The coverage can be moved from
any carrier with no penalties or surrender charges.

9. PREMISES AND EQUIPMENT
Premises and equipment consist of the following (in thousands):

December 31,

Estimated
Useful Life 2004 2003
Land ... — $ 5805 $ 2,335
Premises and leasehold
improvements.......cooeeveviienieens 5-40 years 32,810 19,352
Furniture, computer software
and equipment. ..., 3-20 years 25,513 20,343
Construction in progress ............. —_ 1,606 402
55,834 42,432
Less: Accumulated
depreciation.....c.ccoeveevieeninennn. (30,325) (28,084)

$ 35,509 $ 14,348

Depreciation expense on premises and equipment charged
to operations was $2,667,000 in 2004, $2,278,000 in 2003 and
$2,116,000 in 2002.

10. TIME DEPOSITS
Time deposits consist of the following (in thousands):

December 31,

2004 2003
Time deposits $100,000 or greater ................ $103,472 $ 50,402
Other time deposits .........ccoeeevieiiviiiiiiee, 473,430 281,940
$576,902 $332,342

Aggregate amount of scheduled maturities of time deposits as
of December 31, 2004 include the following (in thousands):

Time Deposits

$100,000
Maturing in: or Greater Other
2005 o $ 53,880 $243,353
22,603 102,757
18,620 81,481
4,752 24,447
3,482 19,474
135 1,218
$103,472  $473,430

11. BORROWINGS
Borrowings consist of the following (in thousands):

December 31,
2004 2003

Short-Term Borrowings:
Retail repurchase agreements.........cccceeeeeiiinnnenn.
Note payable to Federal Home Loan Bank,

with fixed rate of 2.08%.......cccceimmiiiin.
Note payable to Federal Home Loan Bank,

with variable rate payable at LIBOR

plus 8 basis points and prime less

271 basis points ... —
Note payable to Federal Home Loan Bank,

with variable rate payable at CMT plus

72 basis POINtS ..ooeiieiiri
Note payable to another financial institution

with a fixed interest rate of 1.90% ..................
Demand note, payable to ancther financial

institution with variable interest rate

payable at one month LIBOR plus

175 basis points ..o
Note payable to GMAC, with fixed

rate of 0% ...ooviiiiieiiiei e

$63,541 318,263

10,000 10,000

5,000

2,000 —

4,700 —

10,000 —

18 —
$90,259  $33,263

Long-Term Debt:
Notes payable to Federal Home Loan Bank,

with fixed rates between 2.65%

ANA 6.80% i
Notes payable to Federal Home Loan Bank,

with variable rates between 4.63% and

B.15%) e
Note payable to another financial institution

with variable interest rate at three month
LIBOR plus 125 basis pointS......ccccovvvevvvinireininnn.
Notes payable to another financial institution

with fixed interest rates of 2.47%

and 2.90% ..o
Note payable to GMAC, with fixed

rate of 0% ..ovviiiiiii s — 37

$99,579 $21,600
ESOP Debt Guarantee............ccccvvvviieieeieieeeeeeee $ 2,192 $ 2,521

(a) Borrowings are currently at a fixed rate but may be converted, at the FHLB's option, to
an adjustable-rate loan. When converted, interest rates would be three-month LIBOR plus
between 11 and 14 basis points. In March 2005, Omega extinguished this indebtedness
completing its systematic program of reducing the leverage of Sun's balance sheet acquired
in the acquisition. The final extinguishment resulted in a $1,043,000 gain.

$25,373  $21,563
55,153 —

12,000 —

7,053 —
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Omega has repurchase agreements with several of its deposi-
tors, under which customers’ funds are invested daily into an inter-
est bearing account. These funds are carried by the Corporation as
short-term debt. It is Omega’s policy to have repurchase agreements
collateralized 100% by U.S. Government securities. The interest rate
paid on these funds is variable and subject to change monthly.

The fixed rate short-term note payable, as of December 31,
2004, in the amount of $10,000,000 with the Federal Home Loan
Bank matured in January of 2005 and was initiated to match fund
commercial loans.

Long-term notes pavable to the Federal Home Loan Bank have
maturities ranging from 2006 through 2013.

Omega’s current tctal borrowing capacity with the Federal
Home Loan Bank of Pittsburgh is $169,844,000, with $89,756,000
drawn as of December 31, 2004. The Federal Home Loan Bank is a
source of both short-term and long-term funding. The Corporation
must maintain sufficient qualifying collateral, as defined, to secure
all outstanding advances.

Omega has lines of credit established with various financial
institutions for overnight funding needs. These lines provided
a total availability of $25,000,000 in 2004 and 2003, with interest
payable at the daily federal funds rate. There were no borrow-
ings on December 31, 2004 or December 31, 2003 under these
credit facilities.

Omega guarantees debt incurred by the Employee Stock
Option Plan (ESOP). This loan carries a fixed rate of 5.90% through
its maturity date of July 1, 2010, and is collateralized by a mortgage
on the Corporation’s administration center. (See Note 22).

12. JUNIOR SUBORDINATED DEBT AND
TRUST PREFERRED SECURITIES

On September 20, 2004, Omega formed Omega Financial
Capital Trust I (Capital Trust I). Capital Trust I was formed for the
purpose of issuing $36,000,000 in trust preferred securities through
apooled trust preferred program. The Trust Preferred Securities were
issued and sold in private placement offerings. The proceeds from
the sale thereof were invested in Junior Subordinated Deferrable
Interest Debentures issued by Omega Financial Corporation.
All proceeds from the sale of the Trust Preferred Securities and
the common securities issued by Capital Trust I are invested in
Junior Subordinated Debentures, which are the sole assets of the
Capital Trust I. Capital Trust I pays dividends on the Trust Preferred
Securities at the same rate as the distributions paid by Omega on
the Junior Subordinated Debentures held by the Capital Trust L
Capital Trust I provides Omega with the option to defer payment of
interest on the debentures for an aggregate of 20 consecutive quar-
terly periods. If this option is used, Omega may not declare or pay
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dividends on its common stock during any such period. The Trust
Preferred Securities are guaranteed by Omega pursuant to a guar-
antee issued by Omega in favor of the Wilmington Trust as trustee
for the trust.

With the Sun acquisition on October 1, 2004, Omega now
owns Sun Bancorp Statutory Trust I (Sun Trust I), a trust that was
formed by Sun for the purpose of issuing $16,500,000 in trust pre-
ferred securities through a similar pooled trust preferred program.
These Trust Preferred Securities were originally issued and sold
in private placement offerings, with the proceeds from the sale
invested in Junior Subordinated Deferrable Interest Debentures
originally issued by Sun. All proceeds from the sale of the
Trust Preferred Securities and the common securities issued by Sun
Trust I are invested in Junior Subordinated Debentures, which are
the sole assets of the Trust. Sun Trust I pays dividends on the Trust
Preferred Securities at the same rate as the distributions paid by
Omega on the Junior Subordinated Debentures held by the Trust.
Sun Trust I provides Omega with the option to defer payment of
interest on the debentures for an aggregate of up to 10 consecutive
semi-annual periods. If this option is used, Omega may not declare
or pay dividends on its common stock during any such period. The
Trust Preferred Securities are guaranteed by Omega pursuant to a
guarantee issued by Omega in favor of the U.S. Bank as trustee for
the trust.

Omega accounts for Capital Trust I and Sun Trust I (collectively
the “Trusts”) under the provisions of FIN 46. The Trusts are spe-
cial purpose trusts, formed for the issuance of trust preferred secu-
rities to outside investors and Omega does not absorb a majority
of the expected losses or residual returns of the Trusts. The Trusts
are not consolidated and therefore the Trust Preferred Securities
are not included in the Corporation’s Consolidated Balance Sheet.
The Junior Subordinated Debt obligaticns to the special purpose
trusts are presented as a separate category of long-term debt on the
Consolidated Balance Sheet. The equity investment in the common
stock of the special purpose trusts is recognized as an investment in
unconsolidated subsidiaries on the Consolidated Balance Sheet.

The Trust Preferred securities and the Junior Subordinated
Debt associated with Capital Trust I carry a fixed interest rate of
5.98% through October 18, 2009 and a variable rate equal to LIBOR
plus 2.19% thereafter. The securities are redeemable at par at any-
time after October 18, 2009. Proceeds from the issuance of the junior
subordinated debt were used to fund the Sun Bancorp acquisition
on October 1, 2004.

The Trust Preferred securities and the Junior Subordinated
Debt associated with Sun Trust I carry a fixed interest rate of 8.64%.
The securities are redeemable at par at anytime after February 22,
2011, and at a declining premium annually of 105.10% to 100%.




The Federal Reserve Board currently allows bank holding
companies to include trust preferred securities, up to a certain
limit, in Tier 1 Capital. The following table shows Omega’s Trust
subsidiaries with outstanding Trust Preferred Securities as of
December 31, 2004:

As of December 31, 2004

Capital Trust i

Sun Trust |

(In thousands)

Trust preferred securities ............. $36,000 $16,500
Common securities 1,114 511
Junior subordinated debt.............. 37,114 20,076
Stated maturity date .................. 10/18/2034 02/22/2031
Annually
beginning
2/22/2011
Optional redemption date............. 10/18/2009 At various
redemption
prices
Rate ..o 5.98% unti! October 8.64%

2008, then variable
at LIBOR plus 219
basis points

13. OPERATING LEASE OBLIGATIONS

The Corporation has entered into a number of leasing arrange-
ments that are classified as operating leases. The operating leases
are for several branch locations, automatic teller machines (ATM)
and computer equipment. The majority of the branch location and
ATM leases are renewable at the Corporation’s option. In addition,
future rental payments on many of the branch and ATM leases are
subject to change in relation to fluctuations in the Consumer Price
Index. Future minimum lease commitments are based on current
rental payments. '

The following is a summary of future minimum rental pay-
ments for the next five years required under operating leases that
have initial or remaining noncancellable lease terms in excess of
one year as of December 31, 2004 (in thousands):

Years Ending December 31,

2005 $ 527
2006 . 413
2007 338
2008 217
2009 188
Later years 671
Total minimum payments required ......ccoceveeiiiiiiiiinc i, $2.354

Rental expense charged to operations, net of sublease income,
was $277,000, $218,000 and $206,000 in 2004, 2003 and 2002,
respectively, which includes short-term cancellable leases.

14. GOODWILL AND OTHER INTANGIBLE ASSETS

During 2004, Omega acquired goodwill and additional intan-
gible assets through its acquisition of Sun Bancorp, Inc. Omega
has finite-lived intangible assets capitalized on its balance sheet
pertaining to core deposit, customer relationships and trade names.
The weighted average life of the finite-lived intangible assets is
eleven years. The estimates included in the valuation of the core
deposit intangible are generally consistent with the runoff experi-
enced to date on the acquired deposits.

Goodwill acquired on October 1, 2004 and carried on the
balance sheet was $156,959,000. Impairment testing will take place
at least annually, beginning in 2005.

A summary of intangible assets at December 31 follows
(in thousands):

2004 2003

Core deposit intangible:

Gross Carrying amoUnt ......o.eovirerernicrnnnincnneeene $14,368 $157

Less: Accumulated amortization..........occovvennennn. 441 107

Net carrying amount 13,927 50
Customer relationship intangibles:

Gross carrying amount ..., 2,700 —

Less: Accumulated amortization .........cceceeeeiieinini. 61 —

Net carrying amount...........ccoiiiiiiieiee, 2,639 -
Trade name intangible with finite life:

Gross carrying amount.....cocovvriiieireiie 36 —

Less: Accumulated amortization...........ccoocveeinne. 6 —

Net carrying amount...........cccciiviiiiiiiin 30 —
Total finite-lived intangibles:

Gross carrying amount.......ooovivvriireiieerereiereres 17,104 157

Less: Accumulated amortization ... 508 107

Net carrying amount.........coooeivieeviie e, $16,586 $ 50
Trade name intangible with infinite life:

Gross carrying amount........coooviiiii $ 130 —

Amortization expense for core deposits and other intangibles
recognized in non-interest expense included $402,000, $10,000
and $10,000 for years ended December 31, 2004, 2003 and
2002, respectively. Intangible amortization expense projected for
the succeeding five years beginning in 2005 is estimated to be
$1,600,000 per year.

15. INCOME TAXES
The components of income tax expense for the three years
ended December 31, 2004 were (in thousands):

2004 2003 2002
Current tax eXpense.........ooevvvvviieviennne $3,007 $5,308 $5,767
Deferred tax expense ........cccocvvevvvvnnnnnn. 2,315 (482) (117}
Total tax exXpense.........ccccceveeevivvvvinee.n, $5,322 $4,826 $5,650

Income tax expense related to realized securities gains was
$337,000 in 2004, $394,000 in 2003 and $144,000 in 2002.
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The reasons for the differences between the income tax expense
and the amount computed by applying the statutory federal income
tax rate to pre-tax earnings are as follows:

Years Ended December 31,

2004 2003 2002
Federal tax at statutory rate ................. 35.0% 35.0% 35.0%
Tax exempt iNCOME...ccooieveiiiiiiiiiiiniennn. (5.6) (7.4) (7.5)
Bank-owned life insurance earnings ...... (2.5) (2.2) (2.2)
ESOP stock dividends .......cococvvvvevnnienns, (1.4) (1.3) (0.3)
Low income housing credits ................. (1.0) (0.3 (0.4)
Other, net oo (1.1 (1.9) 0.9)
Effective rate ..o 23.4% 21.9% 23.7%

Deductible temporary differences and taxable temporary
differences gave rise to a net deferred tax asset for Omega as of
December 31, 2004 and 2003. The components giving rise to the net
deferred tax asset are detailed below (in thousands):

December 31,

2004 2003
Deferred Tax Assets
L0AN 0SS FESEIVE vvvivvviieriiieiisieeiiiecee e e $ 5682 $ 3,699
Deferred compensation 1,682 1,356
Employee benefits........coooeiiiiii » 286 314
Intangible amortization.........cccccooo i 2,481 —
Low income housing investments.... 409 —
Net operating loss carryforward.............coooene 4,862 —
Tax credit carryforwards..........ccoooeerviiiieenens 2,971 —
Other (o 608 85
Total deferred tax assets........oocoovvvivvninnnnnnn. 18,981 5,454
Deferred Tax Liabilities
Depreciation ........coooivvis i (1,160) (252)
Unrealized net gains on securities.........ooceooe... {1,899) (3,005)
Purchase accounting adjustments.................... (2,907) —
Leases (Net) .o (1,877) (21)
Low income housing investments...........cc........ — (178)
Other .o (360) (116)
Total deferred tax liabilities......ccoocvvveeriiennnnnis (8,203) (3,572)
Net deferred tax asset
included in other assets.......ococoeeeeviiiciiiiennnnn. $10,778 $ 1,882

Omega has concluded that the deferred tax assets are realiz-
able (on a more likely than not basis) through the combination of
future reversals of existing taxable temporary differences, carryback
availability, certain tax planning strategies and expected future
taxable income.
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16. SHAREHOLDERS” EQUITY

The corporation is authorized to issue 5,000,000 shares of
preferred stock with a par value of $5.00 per share. The Board has
the ability to fix the voting, dividend, redemption and other rights
of the preferred stock, which can be issued in one or more series.

In 1990, there were 219,781 shares of Class A cumulative
convertible preferred stock issued to Omega’s Employee Stock
Ownership Plan (ESOP) for a total of $5,000,000. The preferred
stock was convertible into Omega’s common stock at the rate of
1.575 common shares for one preferred share in certain events. The
preferred stock was restricted to the ESOP and could be redeemed
by the Corporation at any time. Dividends on the preferred stock
were fixed at $1.80 per share per year, and were required to be paid
prior to any dividend payments on the common stock. The pre-
ferred stock had preference in liquidation over the common stock in
the amount of $22.75 per share, plus all dividend arrearages, prior
to payments to common shareholders. The holder of the preferred
stock was entitled to 1.575 votes for each share held.

In October 2003, the ESOP Trustees elected to convert the
preferred stock into 346,155 shares of Omega’s common stock. The
decision was based on the fact that the common stock dividend on
converted shares then exceeded the preferred stock dividend.

In March of 2004, the Board approved a share repurchase pro-
gram to begin immediately, authorizing management to buy back
an additional 10% of its common stock. At that time, there were
8,483,950 common shares outstanding with 848,395 shares eli-
gible to be repurchased. This program was no longer in effect at
December 31, 2004. While the program was in effect, 73,212 shares
had been repurchased in conjunction with this program.

As a result of the acquisition of Sun Bancorp, Inc. on October 1,
2004, 4,117,116 shares of Omega common stock were issued, of
which 1,659,545 were issued from treasury.




17. CALCULATION OF EARNINGS PER SHARE .
The following table shows the calculation of earnings per share for the years ended December 31, 2004, 2003 and 2002 (in thousands,

except per share data):
Years Ended December 31,

2004 2003 2002
Income Shares Per-Share  Income Shares Per-Share Income Shares Per-Share
Numerator Denominator Amount Numerator Denominator Amount  Numerator Denominator Amount
Net income $17,021 $17,185 $18,179
Less: Preferred stock dividends...... — (297) (396)
Basic EPS
Income available to
common shareholders................. 17,021 9,484 $1.79 16,888 8,169 $2.07 17,783 8,189 $2.17
Effect of Dilutive Securities
Impact of:
Assumed conversion of
preferred to common stock ...... — 272 346
Assumed exercises of
outstanding options................. 95 83 86

Preferred stock dividends

available to common

shareholders........c.cooeviiveinnnnn, — 297 356
Elimination of tax benefit

of allocated preferred

dividends ....oveeeieeiiieee, — (65) (80)
Additional expense required
to fund ESOP debt................. — 3 (3)

Diluted EPS
Income available to common

shareholders plus
assumed CONVErSIoNS...........c.o.e. $17,021 9,579 $1.78 $17,123 8,524 $2.01 $18,096 8,621 $2.10

Certain outstanding stock options as of the end of each period presented were not included in the fully diluted earnings per
share computation because they would have been antidilutive. The number of shares in this class were 231,118, 75,266 and 6,500 on
December 31, 2004, 2003 and 2002.

18. COMPREHENSIVE INCOME

Components of other comprehensive income (loss) consist of the following (in thousands):
Year Ended December 31, 2004

Before Tax  Tax (Expense)} Net-of-Tax

Amount or Benefit Amount

Unrealized gains on available for saje securities:
Unrealized holding gains arising during the Period... ... et $(1,626) $ 569 $(1,057)
Less: Reclassification adjustment for gains included in Net iNCOME ......ooiviiiiiciiine e (963) 337 (626)
Other comprehensive income $(2,589) $ 906 $(1,683)

Year Ended December 31, 2003
Before Tax  Tax (Expense) Net-of-Tax

Amount or Benefit Amount

Unrealized gains on available for sale securities:
Unrealized holding gains arising during the period..... ... e $(1,997) $ 696 $(1,301}
Less: Reclassification adjustment for gains included in net iNCOME .. ....oviiiee i (1,127) 394 (733)
Other COMPIEHENSIVE IMCOME ... reiiiieiterier e e er et e e ae e et eer e e e s aas s n et e e eraessesan e nesbanene $(3,124) $ 1,090 $(2,034)

Year Ended December 31, 2002
Before Tax  Tax (Expense) Net-of-Tax

Amount or Benefit Amount
Unrealized gains on available for sale securities:

Unrealized holding gains arising during the period.. ... $3,955 $(1,387) $ 2,568
Less: Reclassification adjustment for gains included in net iNCOME ....coceeiiiiii e (412) 144 (268)
Yther COMPYENENSIVE IMCOMEB ... uvitiiiiiietteiit etees s tatiasasreeetaasaasrae e e s et eteee s battaes s st et aaetraeeeeeaasbesearresatrenns $3,543 $(1,243) $ 2,300
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\'\.
~\~» Omega Financial Corporation 2004 Annual Report 45

—




The basis on which the amount reclassified out of accumulated
other comprehensive income into earnings was determined using
the average cost method.

19. EMPLOYEE BENEFIT PLANS

Omega Stock Compensation Plans

Omega has five stock-based compensation plans, the Employee
Stock Purchase Plan, the Stock Option Plan (1986) (the “1986
Plan”), the 1996 Employee Stock Option Plan (the “1996 Plan”),
the Non-Employee Director Stock Option Plan (1994) (the “1994
Plan”) and the 2004 Stock Option Plan for Non-Employee Directors
(the “2004 Plan”). The 1996 Plan replaced the 1986 Plan pursu-
ant to which no options were issuable after 1996. The 2004 Plan
replaced the 1994 Plan pursuant to which no options were issuable
after 2004. Omega accounts for these plans under APB Opinion No.
25, under which no compensation cost has been recognized. Had
compensation cost for these plans been determined consistent with
the fair value method under SFAS No. 148, Omega’s net income
and earnings per share would have been reduced to the amounts
disclosed in Note 1.

These computations were derived using the Black-Scholes
option-pricing model with the following weighted average assump-
tions used for options.granted in 2004, 2003 and 2002:

Employee Employee  Director
Stock Stock Stock
Purchase Option Option
Plan Plan (1896) Plan
Options Granted in 2004
Expected life of options .............. 1 year 6 years 9 years
Risk-free interest rate................. 2.75% 3.63% 3.87%
Expected volatility ...................... 25.15% 34.56% 35.09%
Expected dividend yield .............. 3.23% 3.23% 3.23%
Employee  Employee  Director
Stock Stock Stock
Purchase Option Option
Plan Plan (1996) Plan
Options Granted in 2003
Expected life of options 1 year 6 years 6 years
Risk-free interest rate ....... 1.26% 3.07% 2.74%
Expected volatility............ 20.31% 34.14% 34.24%
Expected dividend yield 3.39% 3.38% 3.38%
Employee Employee  Director
Stock Stock Stock
Purchase Option Option
Plan Plan (1996) Plan
Options Granted in 2002
Expected life of options.............. 1 year 6 years 6 years
Risk-free interest rate ......c....c..... 1.32% 3.07% 3.07%
Expected volatility ..........oceeeen. 18.21% 34.10% 34.10%
Expected dividend yield.............. 3.74% 3.74% 3.74%
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The Employee Stock Purchase Plan (“ESPP”) is administered
by the Compensation Committee (“Committee”) of the Omega
Board of Directors (“Board”), consisting of members who are not
eligible to receive options under the ESPP. The Committee is autho-
rized to grant options to purchase common stock of Omega to all
employees of Omega and its subsidiaries who meet certain service
requirements. The ESPP qualifies as a non-compensatory plan
under Section 423 of the Internal Revenue Code. All options granted
under the ESPP are immediately vested. For 27 months following
the date of the grant, options are exercisable at the lesser of 90%
of the fair market value of the shares on the date of grant or 90%
of the fair market value on the date of exercise. After 27 months,
the options are exercisable at 90% of the fair market value on the
exercise date. Outstanding options are scheduled to expire through
December 31, 2009. The aggregate number of shares which may
be issued upon the exercise of options under this plan is 1,125,000
shares. All ESPP options outstanding at December 31, 2004 have
current exercise prices of $31.40 and a weighted average remaining
contractual life of 3.93 years. All of these options are exercisable.

The 1986 Plan and the 1996 Plan (collectively, the “SOPs”) are
administered by the Committee, whose members are not eligible to
receive options under the SOPs. The Committee determines, among
other things, which officers and key employees will receive options,
the number of shares to be subject to each option, the option price
and the duration of the option. Options vest over one year and are
exercisable at the fair market value of the shares at date of grant.
These options are scheduled to expire through January 1, 2014. The
aggregate number of shares that may be issued upon the exercise of
options under the 1996 Plan is 1,500,000 shares. The SOPs options
outstanding at December 31, 2004 have exercise prices between
$16.33 and $51.64, with a weighted average exercise price of $31.49
and a weighted average remaining contractual life of 5.34 years.
584,459 of these options are exercisable; their weighted average
exercise price is $31.46.

The 1994 Plan and the 2004 Plan (collectively the “Director
Plans”) are administered by the Board. Options are granted auto-
matically each year to non-employee directors of Omega. Options
vest over one year and are exercisable at the fair market value of the
shares at the date of grant. These options are scheduled to expire
through May 1, 2014. The aggregate number of shares that may be
issued upon the exercise of options under the 2004 Plan is 50,000.
Director Plans options outstanding at December 31, 2004 have exer-
cise prices between $16.90 and $50.75, with a weighted average
exercise price of $31.27 and a weighted average remaining contrac-
tual life of 3.20 years. 62,171 of these options are exercisable; their
weighted average exercise price is $31.16.

Based on terms of the Merger Agreement with Sun Bancorp, all
options outstanding from Sun’s plans were substituted with Omega
options. Conversion was made based upon the stock exchange ratio
of 0.664 shares of Omega for 1 share of Sun. Option prices were
converted using the same ratio. All options were converted as 100%
vested on October 1, 2004, with all remaining terms the same.
A total of 257,511 shares were added to Omega’s outstanding options
as a result of this transaction.



A summary of the status of Omega’s five stock-based compensation plans as of December 31, 2004, 2003 and 2002, and changes dur-

ing the years ending on those dates is presented below:

2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Employee Stock Purchase Plan Shares Exercise Price Shares Exercise Price Shares Exercise Price
Outstanding at beginning of year .........ccocoiiviviniicniviinen, 163,499 $32.42 158,116 $30.57 189,647 $27.02
(ST T2l =T PSSO UUROURPPPN 92,840 31.40 63,001 33.67 67,905 32.31
Acquired OPLIONS ..o e e 32,492 31.16 —_ —
EXEICISEA eirriirriiiii ettt (48,778) 29.64 (41,493) 29.34 (79,719) 26.83
FOrfeIted. ..o vreier it e e (24,011) 28.98 (16,125) 33.48 (19,717) 28.66
Outstanding at end of year............c.oiiiiiiei e 216,042 31.40 163,499 32.42 158,116 30.57
Options exercisable at year-end .........coccovviieeiiiiiennninnnenn. 216,042 163,499 158,116
Weighted average fair value of
options granted during the year ......ccoovceicici i $7.95 $7.67 $7.06
2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Employee Stock Option Plans Shares Exercise Price Shares Exercise Price Shares Exercise Price
Outstanding at beginning of year ........c....cc.ccovieviieninins 444 981 $29.62 435,803 $27.73 455,167 $25.58
GUANTEA .iviiiiai ittt ree e et rar et e s eeac e s e s eseerae e et anrace 59,260 37.41 68,766 35.90 72,322 32.05
Acquired options ...t 182,887 33.61 — —
Exercised (33,846) 25.55 (55,088) 22.61 (79,734) 18.70
FOrfRItEd oo it (9,563) 39.53 (4,500) 28.42 (11,952) 32.44
Outstanding at end of year .........ccccoeivieve e, 543,719 31.49 444,981 29.62 435,803 27.73
Options exercisable at year-end ........ccccooeviiiiniiiiiennn. 584,459 376,215 363,481
Weighted average fair value of
options granted during the year ........oo e, $10.33 $9.31 $7.94
2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Director Stock Option Plans Shares Exercise Price Shares Exercise Price Shares Exercise Price
Qutstanding at beginning of year ...........ccoo oo, 25,000 $29.71 23,200 $28.58 20,200 $27.95
GraNtEd ..o e 3,000 33.63 3,000 34.85 3,000 32.83
Acquired options 42,132 3111 — —
Exercised..........ceon. (4,961) 23.44 (1,200) 20.77 —
Forfeited ..o, — — —
Outstanding at end of year ... 65,171 31.27 25,000 29.71 23,200 28.58
Options exercisable at year-end ........coccvviiiiniiiiiinien e, 62,171 22,000 20,200
Weighted average fair value of
options granted during the year ...........oceveeivieee, $10.53 $8.86 $8.13
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Omega Employee Stock Ownership Plan

Omega has an Employee Stock Ownership Plan (“ESOP”)
for the benefit of employees that meet certain age and ser-
vice requirements. ESOP transactions are accounted for under
SOP 76-3, “Accounting Practices for Certain Employee Stock
Ownership Plans.” As such, all ESOP shares are considered out-
standing when calculating earnings per share and dividends paid
on ESOP shares are treated the same as those paid on Non-ESOP
shares. For the years ended December 31, 2004, 2003 and 2002,
expenses incurred under this plan were $780,000, $1,065,000 and
$217,000, respectively. The level of annual contributions is based
upon a percentage of employee salary expense. The majority of the
funds obtained through these contributions were used to purchase
Omega stock or meet debt service on the ESOP debt (see com-
ment below); in 2004, $55,000 was applied to debt service and no
shares of Omega common stock were acquired. In 2003, 14,438
shares of Omega common stock were acquired at a cost of $513,000
and $69,000 was applied to debt service. At December 31, 2004
the ESOP holds 830,269 shares of Omega common stock, which
includes 346,155 shares from the conversion of 219,781 shares of
preferred stock. Of the 346,155 shares of leveraged stock, 251,349
shares have been allocated to participants of the plan as of December
31, 2004, based upon principal repayment of the debt outstanding.
Fair value of the 94,806 unallocated shares was $3,308,000. The
ESOP is administered by a Board of Trustees and an Administrative
Committee appointed by the Board. All of the Trustees are officers,
employees, or directors of Omega.

On July 1, 1990, the ESOP entered into a $5,000,000 leveraged
transaction for the purpose of acquiring 219,781 shares of convertible
preferred stock from the Corporation for $22.75 per share. The origi-
nal term of the loan was for twenty years and carried a fixed interest
rate of 10.65% for the first ten years. Thereafter, the ESOP had the
option to take a fixed rate or various variable rate options for the
remaining term of the loan. Effective January 1, 2003, this loan was
refinanced at a fixed rate of 5.90% through its maturity date of July 1,
2010. The loan is collateralized by a mortgage on the Corporation’s
administration center and the Corporation’s guarantee.

In order to meet the future annual debt service of $470,000,
which includes principal and interest, the ESOP will receive divi-
dends from 346,155 shares of common stock (which was converted
from preferred stock) and the remainder in contributions from the
Corporation. In 2004, the debt service required was $470,000, of
which $141,000 represented interest expense incurred by the ESOP.
In 2003, the debt service required was $470,000, of which $162,000
represented interest expense incurred by the ESOP. Outstanding
ESOP debt as of December 31, 2004 was $2,192,000. Scheduled
principal repayments ori the ESOP debt are as follows: '

2005 (i $348,000
2000 oo 369,000
2007 i 391,000
2008 ..o 415,000
2009 i s 440,000
I 1= G0 T O RPN 229,000

48

Defined Contribution Plan

Omega maintains a defined contribution plan for eligible
employees, as defined. Employer contributions to the plan totaled
$174,000, $172,000 and $1,165,000 for the years ended December 31,
2004, 2003 and 2002, respectively.

When Sun Bancorp Inc. was acquired on October 1, 2004, a
defined contribution plan was in place for employees in that orga-
nization. This plan was maintained through December 31, 2004 and
subsequently merged into Omega’s existing plan as of January 1,
2005. Employer contributions to this plan totaled $110,000 in 2004.

Supplemental Executive Retirement Plan

The Supplemental Executive Retirement Plan (“SERP”) is a
non-qualified executive benefit in which the Corporation agrees to
pay certain key executives for a specified period of time after retire-
ment. This plan was established in 2000 and replaced the former
Executive Supplemental Income Plan. The present value of the sup-
plemental retirement benefits to be paid under the SERP program is
being accrued over the estimated remaining service period of the
three officers designated to receive these benefits. Accrued liabili-
ties from the discontinued plan were transferred to the SERF, which
is included in Other Liabilities. At December 31, 2004 the liability
for these future obligations was $3,100,000 as compared to December
31, 2003 when the liability was $3,060,000. For the years ended
December 31, 2004, 2003 and 2002, $339,000, $512,000 and
$363,000, respectively, was charged to operations in connection
with this program.

Supplemental Director Retirement Plan

With the Sun Bancorp acquisition, Omega assumed liabili-
ties to provide supplemental payments to certain former directors
of Guaranty Bank and Steelton Bank. Life insurance contracts are
being used to fund this supplemental payment to the former direc-
tors. No expense related to this obligation was recorded in 2004.
The carrying value of this future obligation included in Other
Liabilities is $713,000 as of December 31, 2004.

20. FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosure about Fair Value of Financial
Instruments,” requires the Corporation to disclose the estimated
fair value of its financial instruments. The fair value disclosures are
made based on relevant market information for financial instru-
ments with similar repricing characteristics and credit risk and
management assumptions. The estimated values do not reflect
any premium or discount that may be realized from offering for
sale at one time the Corporation’s entire holdings of a particular
financial instrument.



The following describes the estimated fair value of the
Corporation’s financial instruments as well as the significant meth-
ods and assumptions used to determine these estimated fair values.

Carrying values approximate fair value for cash and due from
banks, interest-bearing deposits, federal funds sold, interest receiv-
able, demand deposits, savings deposits, short-term borrowings,
other interest bearing liabilities and interest payable given.

Investment Securities—The fair value of investment securities
is determined by reference to quoted market prices or dealer quotes
(see Note 5).

Commercial, Financial and Agricultural Loans, Real Estate-
Commercial Loans and Real Estate—Construction Loans—These
loans are made on either a floating, adjustable or fixed rate basis.
The estimated fair value of these loans is determined by discount-
ing the future contractual cash flows using rates at which similar
loans would be made to borrowers with similar credit ratings and
for the same remaining maturity or repricing period. The discount
rates utilized for these loans are indexed to either the national prime
rate or the comparable U.S. Treasury rate. Loans discounted at the
prime rate have a spread of approximately 145 basis points at
December 31, 2004 and a spread of approximately 15 to 185 basis
points at December 31, 2003. Loans discounted using the U.S.
Treasury rate carry a spread of approximately 250 basis points as
of December 31, 2004 and a spread of 235 to 275 basis points at
December 31, 2003.

Real Estate Mortgage Loans—This category is comprised pri-
marily of residential mortgages that are adjustable rate mortgages
(ARMs) or fixed rate mortgages. The estimated fair value of these
loans is arrived at by discounting the future contractual cash flows,
adjusted for prepayments, at the current market rate for these loans.
Prepayments, or acceleration of cash flows, are calculated at speeds
at which a pool of loans with similar characteristics would be
expected to prepay. The rates utilized for adjustable rate mortgages,
for December 31, 2004 and December 31, 2003, are equivalent to
the U.S. Treasury rate for the same term plus a spread of approxi-
mately 290 basis points. The market rate for fixed rate mortgages
was approximately 6.00% at December 31, 2004 and ranged from
5.85% to 6.70% at December 31, 2003.

Home Equity Loans—This category is comprised primarily
of fixed rate loans, but does include home equity lines of credit
that have floating rates. The fair value of the fixed rate loans is
estimated by discounting the future contractual cash flows using
rates at which similar loans would be made to borrowers for the
same remaining maturity. The discount rate utilized for home
equity installment loans is the current national market rate for
new mortgages plus a spread of approximately 30 basis points
as of December 31, 2004 and -30 to 170 basis points as of
December 31, 2003. Home equity lines of credit are on a floating
basis and approximate current market rates.

N

Personal Loans and Lease Financing—This category is
comprised primarily of fixed rate loans, but does include personal
lines of credit which have floating rates. The fair value of the fixed
rate loans is estimated by discounting the future contractual cash
flows. The discount factor for these loans is the current national
market rate for a 48-month automobile locan plus a spread of 50
basis points as of December 31, 2004 and a spread of 100-250 basis
points as of December 31, 2003. Personal lines of credit are on a
floating basis and approximate current market rates.

Fixed Rate Time Deposits—The estimated fair value is deter-
mined by discounting the contractual future cash flows, using the
rates currently offered for deposits of similar remaining maturi-
ties. The rates utilized for time deposits are equivalent to the U.S.
Treasury rate for the same term with a spread of negative 90 basis
points to positive 35 basis points at December 31, 2004 and a spread
of 0 to 40 basis points at December 31, 2003.

Long-Term Debt—The fair value of long-term debt is determined
by discounting the contractual cash flows at rates that approxi-
mate the current FHLB borrowing rate for borrowings with similar
terms and maturity. The appropriate FHLB borrowing rate ranged
from 3.16% to 4.05% at December 31, 2004 and 2.96% to 3.70% at
December 31, 2003. The carrying amounts of all other borrowings
approximate fair value due to the short-term nature of these instru-
ments. FHLB debt with embedded optionality was priced at fair
values provided by the Federal Home Loan Bank of Pittsburgh.

ESOP Debt—The estimated fair value is determined by
discounting the contractual cash flows, using rates currently
available to the Corporation for debt with similar terms and
remaining maturities.

Standby Letters of Credit—The fair value is equal to the pre-
mium received at inception of the guarantee.

Many of the fair value estimates presented are based upon
the use of assumptions that are inherently subjective in nature.
Changes in these assumptions can significantly affect the estimates.
In addition, the fair value estimates do not consider the potential
income taxes or other expenses that would be incurred in the actual
sale of an asset or settlement of a liability. Management does not
believe that the aggregate fair value information represents the true
underlying value of the Corporation.
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Financial Instruments
(In thousands)

Loans (net of unearned interest):

Commercial, financial and agricultural...............ccco i,
Real estate—Commercial.........ovvviiiiiiiiieii e
Real estate—ConStrUCtioN ... e

Real estate—mortgage

HOME BQUITY .o
PEISONAL .. i et e

Lease finanCing........cccccveniinenneenn
Allowance for loan losses

TOEAI 10BN vt ettt a e
Fixed rate time dePOSItS ... i i e

ESOP debt.iiiiceiiiiiiieiicir e
Junior subordinated debentures
Long-term debt .....cooooiiiii
Standby letters of credit............c.ceve.
QOutstanding loan commitments

Unused lines of credit.......cocoieiriiiii e

21. FINANCIAL INSTRUMENTS WITH OFF-BALANCE
SHEET RISK AND CONCENTRATIONS OF CREDIT RISK

The Corporation is a party to financial instruments with off-
balance sheet risk in the normal course of business to meet the
financing needs of its customers and to reduce its own exposure
to fluctuations in interest rates. These financial instruments may
include commitments to extend credit, financial guarantees, finan-
cial options and interest exchange agreements. These instruments
involve, to varying degrees, elements of credit and interest rate risk
that are not recognized in the consolidated financial statements.

Exposure to credit loss in the event of non-performance by the
other party to the financial instrument for commitments to extend
credit and financial guarantees written is represented by the con-
tractual notional amount of those instruments. The Corporation
uses the same credit policies in making these commitments as it
does for on-balance sheet instruments. The Corporation controls
the credit risk of its financial options and interest exchange agree-
ments through credit approvals, limits and monitoring procedures;
however, it does not generally require collateral for such financial
instruments since there is no principal credit risk.

The Corperation had outstanding loan origination com-
mitments aggregating $82,829,000 and $51,218,000 at
December 31, 2004 and 2003, respectively. In addition, the
Corporation had $205,524,000 and $120,034,000 outstanding in
unused lines of credit commitments extended to its customers at
December 31, 2004 and 2003, respectively.

Commitments to extend credit are agreements to lend to a cus-
tomer as long as there is no violation of any condition established in
the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. Since
portions of the commitments are expected to expire without being
drawn upon, the total commitment amounts do not necessarily rep-
resent future cash requirements. The Corporation evaluates each
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Decemher 31, 2004 December 31, 2003

Book Estimated Book Estimated

Value Fair Value Value Fair Value

......................... $ 271650 $ 269693 $111,471 $113,299
......................... 501,394 494,151 338,703 341,893
......................... 25,301 25,319 17,598 17,698
277,208 283,094 197,656 197,791

......................... 133,077 138,262 90,612 94,261
......................... 107,859 107,765 32,059 32,170
11,761 12,434 45 45

(15,644) -— (10,569) —

......................... $1,312,606 $1,330,718 $777,575 $797,157
......................... $ 562,687 $ 561,426 $316,997 $322,162
2,192 2,327 2,521 2,504

57,190 57,555 — —

99,597 94,907 21,600 23,960

— 138 —_— 72

customer’s creditworthiness on a case-by-case basis. The amount
of collateral obtained by the Corporation upon extension of credit is
based on management’s credit evaluation of the counter party.

Standby letters of credit are instruments issued by the
Corporation that guarantee the beneficiary payment by the bank
in the event of default by the Corporation’s customer in the non-
performance of an obligation or service. Most standby letters of
credit are extended for one year periods. The credit risk involved
in issuing letters of credit is essentially the same as that involved
in extending loan facilities to customers. The Corporation holds
collateral supporting those commitments for which collateral is
deemed necessary. At December 31, 2004 and 2003, standby let-
ters of credit issued and outstanding amounted to $24,064,000 and
$13,118,000, respectively. The liability recorded in accordance with
FIN45 representing fair market value of the standby letters of credit
at December 31, 2004 and December 31, 2003 was $138,000 and
$72,000, respectively.

For a brief time in October of 2004, there were interest rate
agreements in place. These agreements were acquired with the pur-
chase of Sun Bancorp, and had a fair market value of $5,053,000 at
the time of purchase. Omega opted to terminate the arrangement
immediately after the Sun acquisition. Otherwise, during 2003 and
2004, there were no financial options or interest rate agreements
in place.

As of December 31, 2004, there were no concentrations of
credit to any particular industry equaling 10% or more of total
outstanding loans. Omega’s business activities are geographically
concentrated throughout central Pennsylvania. Omega has a diver-
sified loan portfolio; however, a substantial portion of its debtors’
ability to honor their obligations is dependent upon the economy in
central Pennsylvania.




22. RELATED-PARTY TRANSACTIONS

Omega’s banks have granted loans to certain officers and
directors of Omega and its subsidiaries and to their associates.
These loans were made on substantially the same terms, includ-
ing interest rates and collateral, as those prevailing at the time for
comparable transactions with unrelated persons, and in the opinion
of management, do not involve more than normal risk of collec-
tion. The aggregate dollar amount of these loans was $19,220,000,
$19,446,000 and $27,816,000 at December 31, 2004, 2003 and 2002,
respectively. During 2004, $2,167,000 of new loans were made and
repayments totaled $5,430,000. Existing borrowings for new direc-
tors added as a result of the Sun Bancorp acquisition was $3,037,000.
None of these loans were past due, in non-accrual status or restruc-
tured at December 31, 2004.

23. COMMITMENTS AND CONTINGENT LIABILITIES

In 2003, the Corporation renewed a five-year agreement to
obtain data processing services from an outside service bureau. The
agreement provides for termination penalties if the Corporation
cancels it prior to the end of the commitment period. If the contract
would have been canceled on December 31, 2004, termination pen-
alties of approximately $9,792,000 would have been assessed.

The Cerporation, from time to time, may be a defendant in legal
proceedings relating to the conduct of its banking business. Most of
such legal proceedings are a normal part of the banking business,
and in management’s opinion, the financial condition and results of
operations of the Corporation would not be materially affected by
the outcome of such legal proceedings.

24. REGULATORY MATTERS
The Corporation and its bank subsidiaries are subject
to risk-based capital standards by which all bank holding

companies and banks are evaluated in terms of capital adequacy.
These regulatory capital requirements are administered by the
federal banking agencies. Failure to meet minimum capital require-
ments can initiate certain mandatory and possibly additional dis-
cretionary actions by regulators that, if undertaken, could have a
direct material effect on the Corporation’s financial statements.
Under capital adequacy guidelines and the regulatory framework
for prompt corrective action, the Corporation and its bank subsid-
iary must meet specific capital guidelines that involve quantitative
measures of the Corporation’s and bank subsidiary’s assets, liabili-
ties and certain off-balance sheet items as calculated under regula-
tory accounting practices. The Corporation’s and bank subsidiary’s
capital amounts and classification are also subject to qualitative
judgments by the regulators about components, risk weightings and
other factors.

Quantitative measures established by regulation to ensure cap-
ital adequacy require the Corporation and the bank subsidiary to
each maintain minimum amounts and ratios (set forth in the table
below) of Total and Tier I capital (as defined in the regulations) to
risk-weighted assets (as defined), and Tier I capital (as defined)
to average assets (as defined). Management believes, as of
December 31, 2004 and 2003, that Omega and its bank subsidiary
meet all capital adequacy requirements to which they were subject.

As of December 31, 2004, the most recent notification from
the regulatory banking agencies categorized Omega and its bank
subsidiary as well capitalized under the regulatory framework
for prompt corrective action. To be categorized as well capitalized
Omega and its bank subsidiary must maintain minimum Total
risk-based, Tier I risk-based and Tier I leverage ratios as set forth
in the table. To the knowledge of management, there are no con-
ditions or events since these notifications that have changed the
institutions’ category.

The table below provides a compariscn of Omega and its bank subsidiary’s risk-based capital ratios and leverage ratios to the mini-
mum regulatory requirements for the periods indicated (in thousands):

Minimum Requirement Minimum Regulatory

For Capital Reguirements to be
Actual Adequacy Purposes “Well Capitalized”
Amount Ratio Amount Ratio Amount Ratio
OMEGA FINANCIAL CORPORATION
As of December 31, 2004:
Total Capital (to Risk Weighted Assets) $ 198,830 14.4% $110,562 8.0% $138,202 10.0%
Tier | Capital (to Risk Weighted Assets) 183,186 13.3% 55,281 4.0% 82,921 6.0%
Tier | Capital (to Average Assets)........ccccvviviiiiiiiieoniieieeninines 183,186 15.3% 47,816 4.0% 59,770 5.0%
As of December 31, 2003:
Total Capital (to Risk Weighted Assets) ........cccccvvveiiiiineniinns $172,212 22.3% $61,907 8.0% $ 77,384 10.0%
Tier | Capital (to Risk Weighted Assets) 162,776 21.0% 30,954 4.0% 46,431 6.0%
Tier | Capital {to Average Assets)........cccoveviiiviiniieiiiiiiieinnnnnn. 162,776 14.2% 45,816 4.0% 57,271 5.0%
OMEGA BANK
As of December 31, 2004:
Total Capital (to Risk Weighted Assets) ..o, $ 212,956 15.6% $109,132 8.0% $136,415 10.0%
Tier | Capital (to Risk Weighted Assets) 197,312 14.5% 54,566 4.0% 81,849 6.0%
Tier | Capital (to Average Assets)...c.....cceviiienennnns 197,312 16.9% 46,756 4.0% 58,445 5.0%
As of December 31, 2003:
Total Capital {to Risk Weighted Assets) .........cccceevvviniiennnnnnn $153,735 20.4% $ 60,299 8.0% $ 75,374 10.0%
Tier | Capital (to Risk Weighted Assets) ..oocovvviiiiviennieneenn, 144,299 19.1% 30,149 4.0% 45,224 6.0%
Tier | Capital {to Average AsSets).......cccoocciiiicinicrcniniennn, 144,299 12.8% 45,040 4.0% 56,300 5.0%
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Certain restrictions exist regarding the ability of Omega Bank to transfer funds to Omega in the form of cash dividends, loans and
advances. Omega Bank is required to obtain the approval of the Comptroller of the Currency to pay dividends in excess of earnings
retained in the current year plus retained net profits for the preceding two years.

Under Federal Reserve restrictions, Omega Bank is limited in the amount it may loan to its affiliates, including Omega. At December 31,
2004, Omega Bank had an aggregate lending limit to affiliates of $31,927,000 and no amount was outstanding with Omega.

25. SUBSEQUENT EVENTS

In February 2005, management completed its planned restructuring. Long-term Federal Home Loan Bank debt of $55,032,000 was
paid off, with a realized gain on the early extinguishment of debt of $1,043,000. Additionally, investment securities in the amount of
$35,492,000 were sold, and a gain of $257,000 was realized.

26. OMEGA FINANCIAL CORPORATION (PARENT COMPANY ONLY)
Financial information (in thousands):

Condensed Balance Sheets

(Unaudited)
December 31,
2004 2003
ASSETS: .
07 1Y O PSP UPTRPURRPPPPIR $ 6,247 $ 6,453
Investment in bank subsidiaries.........ccoeevviviiiee e e 353,108 125,819
Investment in non-bank subsidiaries .........c..coeceiieiviniineenns 37,280 33,894
Investment in unconsolidated subsidiaries.. . 1,625 —
Investment securities available for sale ...... 500 —
Premises and equipment, net.................... . 4,483 4,678
0 - g = T TP PP PP TP OTPRPPINt 7 578
O AL A S S E T S i ie it e e ettt ettt e e e e e e e ettt et e e e e e et e e et ettt e ae e et e e e et ae e e e e e $403,250 $171,422
LIABILITIES:
(0210 E- Yt T Y IS O TR EUP P PORRON $ 10,000 $ —
Long-term debt 12,000 —
JUNIOr SUBOrAINated AEDENtUIES ... . oo e e e e ettt et e e e e e e b eaaens 57,190 —
o]0 o =] S P TSSO PPRRPPN 2,192 2,521
Accounts payable and Other HaDIIIHIES ... oo i e et ettt e e e et e e e et e e e e e et e e e 6,129 1,462
TOTAL LIABILITIES oottt ot ettt et et e e ettt e e e e e e e e e e et s ittt v e e e e e e e e e e et et ettt e as se e et b ettt e ae e e e e asaeeeb bt e e enes e 87,511 3,983
SHAREH L DE RS E QU T Y ittt et et e et et e et e e e e e e e e e et et et s e e e e ee s et e bbbt sa e e te e e e e eebebbe s 315,739 167,439
TOTAL LIABILITIES AND SHAREHOLDERS BEQUITY ooiriiiiiiiiiie e e ettt e e e e e $403,250 $171,422
Condensed Statemenis of Income
(Unaudited)
Years Ended December 31,
2004 2003 2002
INCOME:
Dividends from:
B AN SUDSIIBIIES ..ot eei ettt et e e bt p e et e e e e et e n e $12,420 $11,493 $32,148
NON-DENK SUDSIAIAIES .. .eeiviiiint et e e e e e e e e e e e ettt s e e e e e e tbb s e s e eeeaeeeeeeesees 313 2,250 —
Unconsolidated subsidiaries............. 48 — —
Securities available for sale................. 7 — —_
Fees received from subsidiaries 577 468 668
(045110 (=TI ToTo] 11N T T O O PP T OO U PP PR 8 — —
TOTAL INCOME . .ttt ettt e e e e ettt s e e e e e et o e e e e e e e ts st aeas et e aaa e bebaa e et aeeeate e e e e iannes 13,373 14,211 32,816
EXPENSE:
1) Gl =T AT o Lo T TP UTTR P URUSRRTPRPRN 1,118 3 6
LN a1 loT (722 Al o] S s OO RSP PRP (203) — —
Salaries and employee benefits 596 619 —
01211 G PO PPPR 706 571 753
0T AL EXPENSE .ottt et e e oo e et e e e e e e e e e e e et et e e e e et e r et e e rean e et 2,218 1,193 758
INCOME BEFORE INCOME TAXES AND EQUITY
IN UNDISTRIBUTED NET INCOME OF SUBSIDIARIES ... ittt e ettt e 11,155 13,018 32,057
Income tax benefit (865) (536) (112)
12,020 13,554 32,169
Equity in undistributed net inCome of SUBSIIAMNES ... ..u.iii it e e e e e 5,001 3,631 (13,9@‘,/
N ET TN O E ittt e e e et e e e e e e e r et et et e e e e et a e et st bttt ot s e e e e e ab b ie e e e reseneaetaraaras $17,021 $17,185 $18,{T79
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Condensed Statements of Cash Flows

(Unaudited)
Years Ended December 31,
2004 2003 2002
Cash flows from operating activities:
L L ToTo T - OO PSSP PUPRN $ 17,021 $ 17,185 $ 18,179
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and @mortiZation............ooi i e e 119 369 624
Decrease (increase) in tax reCeIVADIR ... ..ottt e e et (288) 208 (65)
Decrease (increase) in interest and other receivable.............cc.oooiiiiii e 310 274 1,134
Increase (decrease) in taxes PaYable ... e — 39 (4)
Increase (decrease) in accounts payable and accrued expenses..... (11,881) 567 (1,024)
(Increase) decrease in undistributed earnings of sUbSIdIaries ..........ccccriiiiiicc e, (5,001) (3,642) 13,990
TOtal A USIMIENES Lottt ettt e st et e e r e e r et a et bt n ettt (16,741) (2,185) 14,655
Net cash provided by 0perating aCtiVitieS. . .o.vui i iiieie e e s e e e e e 280 15,000 32,834
Cash flows from investing activities:
CaDital BXPENUIIUIES .. oi ittt e ettt a e e e e e et e e (128) (109) (4)
S2l8 OF FIXEA BSSBES .ottt ettt aaaiaii — — 1,231
Net cash paid for acquisition of SUn BanCorp, [NC. .cooooei it e (43,023)
Investment in unconsolidated SUDSIAIAIY......ooiiiiiiiiii e e e e (1,114) — —
Net cash provided by (used in) iNVesting aCtiVIties ........ooieiiiiii i e (44,265) (109) 1,227
Cash flows from financing activities:
Issuance of demand NOTE PAYADBIE ....coiiii et et et e 10,000 — —
Issuance of junior subordinated debt..........ciiiiiii e 37,114 — —
Issuance of 1ONG-TErM debl ... . e et e 12,000 — —
Principal payments made On debhl ... ..o e e (1,657) — —
[T =T a e R o T 1o TSR PREP RSP (11,388) (12,230) (9,491)
Net change in interest bearing labilitiIES. ... ... i e be e 38 31 34
Capital contribution to subsidiary.......... s (2,453) —_ (20,000)
Tax benefit from preferred stock dividend and stock option activity ... 186 303 491
Issuance of COMMON STOCK ...vuuuut i iei it e 2,427 2,389 3,470
Acquisition of treasury stock (2,488) (2,886) (9,207)
Net cash used in fiNANCING ACHIVITIES ... et e earcras 43,779 (12,393) (34,703)
Net increase (decrease) in cash and due from DANKS .........ooiiiiiiiiiiee et e et $ (2068) $ 2,498 $  (642)
Cash and due from banks at beginning of PErIOG .........oiiviiii e e $ 6453 $ 3955 $ 4,597
Cash and due from banks at end of PEIIOT ...cooiiiii i e e 6,247 6,453 3,955
Net increase (decrease) in cash and due from DaNKS......c.ooiiiiiiiii e $ (206) $ 2,498 $ (642)
INCOME TAXES PRI ... eeiivreicieieties etttk ce e e e et a e e et et e esse e ettt aassa e ek et st be e ekt e st s et aa st be e et e s e st e enareaenene s $ 3620 $ 5625 % 4,790
Interest paid 248 3 6
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27. QUARTERLY RESULTS OF OPERATIONS (Unaudited)
The unaudited quarterly results of operations for the years ended December 31, 2004 and 2003 follow {in thousands, except per

share data):
2004 Quarter Ended

March 31 June 30 September 30 December 31
Total INterest INCOME oottt e e e e s $13,106 $ 12,845 $12,919 $23,501
Total interest expense 3,016 2,959 3,146 7,545
NEt INTEIEST INCOME vt e e et e e 10,090 9,886 9,773 15,956
Provision for loan losses — — — (300)
Securities gains 8 203 50 692
Income before income taxes 4,595 5,126 4,646 ) 7,976
INCOME tAX BXPENSE . etiuiiiiiee et ettt e e ettt e s e e e et e e e eeee s 991 1,195 1,094 2,042
Net income........cccvevvnnnnn. 3,604 3,931 3,552 5,934
Basic earnings per share....... $ 43 $ 46 $ 42 $ 47
Diluted earnings per share 42 .46 42 47

2003 Quarter Ended

March 31 June 30 September 30 December 31
Total INTEreSt INCOME cvviviirieeieiiiie et tiaes e e sttt e e s e e s e e s e st e e e eraaeraeenians $14,743 $14,457 $14,027 $13,556
Total interest expense........ 3,743 3,588 3,238 3,137
Net interest income........... 11,000 10,869 10,789 10,419
Provision for loan losses 100 150 100 0
Securities gains..................... 31 699 257 140
income before income taxes 5,420 5,672 5,749 5,170
INCOME 1AX BXPEINSE .oi it e iiiie i e e e e e e e e e e e et e e et e e are e 1,198 1,440 1,409 779
Net income 4,222 4,232 4,340 4,391
BasiC  arnings PEr SNAIE .......coiiviiiiiie it ce ettt e et e et e n e e $ .51 $ .51 $ .52 $ .52
Diluted €arnings Per SNAr€.........cvicre it e e .49 49 51 51

On October 1, 2004, Omega consummated its merger with Sun Bancorp, Inc. This transaction accounts for the increase in net income
for the quarter ended December 31, 2004 when compared to the previous quarters’ net income.

During the fourth quarter, management executed most of its planned post-merger restructuring efforts that included the sale of Sun’s
auto lease portfolio and investment securities and the early extinguishment of long-term Federal Home Loan Bank Debt and a related
interest rate swap and other subordinated debt. This restructuring resulted in a reduction of total assets by $194,265,000. Due to the favorable
movement in interest rates from the date acquired to the date disposed, Omega recognized a $652,000 gain on the sale of the securities
and a $570,000 gain on the disposal of debt and liquidation of the related interest rate swap. The sale of the auto lease portfolio was
consummated at essentially the fair value of the acquired portfolio. Amortization of purchase accounting adjustments in the fourth quarter
of 2004 increased pre-tax income by $246,000.
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Omega Financial Corporation and Subsidiaries

COMMON STOCK MARKET PRICES AND DIVIDENDS

The common stock of Omega Financial Corporation is traded
on the Nasdaq® National Market under the symbol OMEF. As of
December 31, 2004, the number of shareholders of record of the
Corporation’s common stock was 4,055.

The following table sets forth, for the periods indicated the
high and low sale prices and dividends declared:

2004
Dividends
Quarter Ended High Low Declared
March 31 $38.75 $33.71 $0.30
June 30.. i 37.97 29.10 0.30
September 30 ... 35.31 29.13 0.30
December 31 ...cvvivivieree e, 36.75 32.74 0.30
2003
Dividends
Quarter Ended High Low Declared
March 31 $36.65 $31.25 $0.29
June 30 37.74 32.80 0.29
September 30 37.37 32.92 0.29
December 31 .coooeiiiiiii 38.99 33.24 0.30
CORPORATE

INVESTMENT CONSIDERATIONS

In analyzing whether to make, or to continue, an investment
in Omega Financial Corporation, investors should consider, among
other factors, the information contained in this Annual Report
and certain investment considerations and other information more
fully described in Omega’s Annual Report on Form 10-K for the
year ended December 31, 2004, a copy of which can be obtained as
described above.

REGISTRAR AND TRANSFER AGENT
Registrar and Transfer Company

10 Commerce Drive

Cranford, New Jersey 07016-3572
Telephone: (800-368-5948)

Website: www.rtco.com

E-mail: info@rtco.com

Stockholders of record may access their accounts via the
Internet to review account holdings and transaction history through
Registrar and Transfer Company’s website: www.RTCO.com

INFORMATION AVAILABILITY
Information about the Company’s financial performance may
be found at www.omegafinancial.com. Earnings releases, dividend

. announcements and other news releases are typically available at

~

While the Corporation expects to continue its policy of regular
quarterly dividend payments, no assurance of future dividend pay-
ments can be given. Future dividend payments will depend upon
maintenance of a strong financial condition, future earnings and
capital and regulatory requirements. See Note 24 of the Notes to
Consolidated Financial Statements.

Corporate Headquarters
Omega Financial Corporation
366 Walker Drive
State College, PA 16801
800-494-1810
814-231-7680
OmegaFinancial.com

Investor Information
JoAnn McMinn, Senior Vice President
Director of Investor Relations
366 Walker Drive
State College, PA 16801
800-494-1810
814-231-7680
IMcMinn@omef.com

INFORMATION

this site within ten minutes of issuance. Shareholders wishing to
receive e~mail notification each time a news release or corporate
event has been posted may arrange to do so by visiting the web site
and following the instructions listed under “E-mail Notification.”

All reports filed electronically by Omega Financial Corporation
with the United States Securities and Exchange Commission (SEC),
including the Annual Report on Form 10-X, quarterly reports on
Form 10-Q, and current event reports on Form 8-K, as well as any
amendments to those reports, are also accessible at no cost on the
SEC’s Web site at www.sec.gov.

Additionally, a copy of the Corporation’s Annual Report to the
SEC on Form 10-K for the year ended December 31, 2004 will be
supplied without charge (except for exhibits) upon written request.
Please direct all inquiries to Mr. David N. Thiel, Secretary, 366
Walker Drive, State College, PA 16801.

ANNUAL MEETING OF SHAREHOLDERS

The Annual Meeting of Shareholders of Omega Financial
Corporation will be held at 10:00 a.m., Monday, April 25, 2005
at Ramada Inn, 1450 South Atherton Street, State College,
Pennsylvania.
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David B. Lee, Chairman
Chairman and Chief Executive Officer

Raymond F. Agostinelli
President and owner McLanahan Drug
Store Management Co., Inc.

Maureen M. Bufalino
Senior Vice President and Regional
President, Omega Bank

David B. Lee
Chairman and Chief Executive Officer

Donita R. Koval
President and Chief Qperating Cfficer

Danie! L. Warfel, CPA
Executive Vice President and
Chief Financial Officer

David B. Lee, Chairman
Raymond F. Agostinelli
Edward J. Anderson
Ralph W. Arthur, Jr.
Carl H. Baxter

Daniel L. Warfel, CPA
Chief Financial Officer

Thomas Bixler
Head of Commercial Lending

Teresa M. Ciambotti, CFA
Funds Management

Gary P. Cook
Bank Capital Services

SENTRY TRUST COMPANY, SUBSIDIARY OF OMEGA BANK

BANK CAPITAL SERVICES, SUBSIDIARY OF OMEGA BANK
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OMEGA FINANCIAL CORPORATION
Board of Directors

Philip E. Gingerich
Self employed Real Estate Appraiser
and Consultant, Retired

Robert A. Hormell

Assistant Director of Susquehanna
Economic Development Association—
Council of Governments (SEDA-COG)

D. Stephen Martz
Retired Officer,
Omega Financial Corporation

Robert N. Otiver
Owner, Oliver Farms

James W. Powers, Sr.
Retired President, Polestar Plastics
Manufacturing Company

Stanton R. Sheetz
President and C.E.O., Sheetz, Inc.
Retail Convenience Stores

Officers

Charles E. Nelson
Executive Vice President

Vincent C. Turiano
Executive Vice President
Insurance and Investments

Maureen M. Bufalino
Senior Vice President

Teresa M. Ciambotti, CFA
Senior Vice President,
Funds Management

JoAnn N. McMinn

Senior Vice President, Corporate
Controller and Director of
Investor Relations

OMEGA BANK
Board of Directors

Maureen M. Bufalino
Richard L. Campbell, Esq.
Allen E. Gibboney, Esq.
Philip E. Gingerich
Robert A. Hormell

Frederick J. Kissinger
Donita R. Koval
Stephen M. Krentzman
D. Stephen Martz
Robert N. Oliver

Officers

David B. Lee, Chairman

Donita R. Koval, President and Chief Executive Officer

Regional Presidents

Maureen M. Bufalino
Wilkes-Barre Region

Byron Mertz, 111
Susquehanna Valley Region

Executive Vice Presidents

John R. Franks, Jr.
Retail Sales

Vincent C. Turiano
Information Technology

Senior Vice Presidents

Bruce R. Erb, CFP, CTFA
Asset Management and Trust

John E. Gravish
Consumer Lending Manager

Stephen W. Grim
Commercial Loan Division Manager

MID-PENN INSURANCE ASSOCIATES, INC.

Dennis E. Hampton
Asset Management and Trust

Ronald S. Haring
Senior Commercial Lender

JoAnn N. McMinn
Corporate Controller

Daniel R. Geise, President
Cheryl A, Zellers, Vice President, Secretary, Treasurer
Christopher J. Fellon, Vice President

Charles E. Nelson, President and Chief Executive Officer

Carole L. Crist, Executive Vice President and Chief Operating Officer/Chief Investment Officer
Randy L. Martin, Senior Vice President and Employee Benefits Trust Officer

Gary P. Cook, President

Robert A. Szeyller

Retired Managing Partner,
Pennsylvania Financial Group, inc.
Pension and Insurance Consulting Firm

Dennis Van Benthuysen
President and Owner of The Colonial
Furniture Company

Byron Mertz, IH
Senior Vice President

David N. Thiel
Senior Vice President,
Operations and Secretary

James W. Powers, Sr.
Stanton R. Sheetz
Robert A. Szeyller
Dennis Van Benthuysen

Larry D. Muck
Mortgage Lending Manager

David N. Thiel
Cashier and Secretary
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